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TO THE CONGRESS OF THE UNITED STATES

With the delivery of this document, I place before the Congress
the President's plan for securing the defense of America's principles
and interests.

The Fiscal Year (FY) 1989 amended budget is the tenth and final
defense budget in what has been a momentous decade. As the 1980s
opened, our nation's armed forces were suffering from severe neglect.
Recognizing the deteriorating state of our defenses, the President
and the Congress together enacted a major rebuilding program to
restore American strength. That effort has had a clear effect. Our
nation will enter the 1990s far stronger than it did the present
decade.

While our forces are now stronger, we continue to face a host of
threats. Foremost among them is Soviet military power, the single
most significant factor we consider in determining the forces
required to guarantee our national security. Neither glasnost nor
the stirrings of economic reform within the Soviet Union have
resulted in any redirection of resources away from the Soviet mili-
tary machine. Deterring Soviet or Soviet—inspired aggression will
remain the prime aim of our national security strategy, and the
benchmark against which we must measure our strength.

Our struggle to safeguard our security is made even more diffi-
cult by the current fiscal climate. The FY 1989 amended budget is
$33 billion less than our proposed spending level sent to the Con-
gress only last year. In order to make such significant reductions,
entire programs have been eliminated and force levels reduced.

At the same time, there has been no parallel reduction in our
nation's global responsibilities. On the contrary, there is reason
to believe that as we enter the 1990s our responsibilities may well
increase. Western Europe, the Middle East, the Pacific rim, Soviet
adventurism in our own hemisphere, the need to assure uninterrupted
transit through vital sea lanes —— the Persian Gulf is ome case in
point —— require constant attention if U.S. interests are to be
safeguarded. Reducing the resources we require to meet our global
responsibilities —— without any reduction in those responsibilities
themselves —— increases the risks to our interests and those of our
friends and allies.



President Reagan and I believe that this budget preserves the
common defense, but we agree as well that it forces us to accept
greater risks than we think wise. We have done our best to apportion
reductions in ways that minimize those risks. We have refused to
shortchange our munitions and training accounts. We will reduce the
size of our forces, but the units we do field will have what they
need to perform the tasks entrusted to them. We also have resisted
the false economies offered by simply stretching out programs, which
reduces costs now, but delivers less later, and at a higher cost per
unit.

The plan outlined in the following pages meets the target for
defense spending set by the President and Congress at their November
1987 Budget Summit. To meet that target, we have had to accept
another real decline compared to the FY 1988 budget. The plan
therefore represents a continuation of one of the least noticed facts
about the defense budgets of the late 1980s: the real decline in
defense funding. Indeed, the erosion of our defense effort in real
terms is now entering its fourth year. Beginning in FY 1986, defense
funding has decreased by nearly 11 percent in real terms. The FY
1989 amended budget continues that decline.

We can all recognize that defense spending may be affected by
domestic considerations. But changing domestic considerations do not
alter the external threats we face.

We must not return to cycles of feast and famine that have
plagued long-range defense planning in the past. I urge the Congress
to approve our FY 1989 request, and to work with us to set defense
spending on a more stable and steady course in the years ahead. Our
goal must be to establish the kind of predictable funding that allows
the Department of Defense to formulate long-term plans that make the
most efficient use of its resources.

No task is more vital than preserving the forces that safeguard
America's peace and freedom. It is imperative that the Congress and
the President work together toward that aim. I pledge my full
cooperation in that effort.
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A. U.S. NATIONAL VALUES AND SECURITY INTERESTS
1. Preserving the Common Defense

This past year Americans celebrated 200 years of constitu-
tional government and the many blessings it has secured. The
world has changed a great deal since 1787, and the United States
has become a world leader in ways hardly imaginable by our fore-
fathers. America is no longer an island nation with the option of
"splendid isolationism." To prosper, we have had to bridge our
ocean moat. Our economic and political interests have become
global. To defend our values and our interests we have formed
alliances, and maintained forces overseas.

The Department of Defense (DoD) exists to fulfill the national
government's first obligation: to secure the nation's survival
and independence against hostile powers that threaten our way of
life. Our mission is to preserve America's freedom and secure its
vital interests, creating an environment that allows our nation to
prosper.

This presentation of my first Annual Report to the Congress
provides a vivid reminder of the critical responsibilities of a
Secretary of Defense in preserving the common defense. Contained
herein are my decisions —— drawing on the judgments of thousands
of military and civilian professionals —— on the best defense plan
to include in President Reagan's overall FY 1989 federal budget in
order to safeguard America and its vital interests. The plan must
sustain our deployed forces so they can deter aggression and,
should deterrence fail, fight on short notice and defeat aggres-—
sion. Resource constraints have forced us to accept increased
risks to our security and a smaller force structure as we strive
to preserve required levels of readiness and sustainability. We
cannot afford to return to the "hollow" force structure of the
late 1970s. The plan also must invest for the future. Moderniz-
ing our forces is a continuous challenge that cannot be postponed
without incurring greater risks and higher costs later.

To stay within the President's fiscal guidance as negotiated
with the Congress, we have had to cut $32.5 billion from the
already scaled-back FY 1989 request prepared just last year.
Among the cutbacks we have had to make are:
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® Deactivating two Air Force tactical fighter wings;
® Deactivating one Army brigade;
® Deactivating one Navy carrier air wing; amd

® Cancelling our air-launched miniature vehicle anti-
satellite (ASAT) program.

There is a more comprehensive indicator of the scrutiny our
programs have been under the last several years. Since first
proposed in our FY 1986 budget request, we have had to make
program reductions amounting to $429.6 billion from our FY 1986-90
five-year program. To achieve that, DoD's professionals have had
to consider virtually every possible efficiency, postponement, and
cancellation. This FY 1989 budget has received unprecedented
scrutiny. Now it is ready for congressional review. I pledge my
full cooperation for that effort.

2. The Defense Planning Process

The formulation of each year's defense program follows the
planning process depicted in Chart I.A.l.

U.S. national security interests are highlighted in this
chapter, while specific and regional interests are detailed in
Chapter I.D. Threats to U.S. interests are analyzed in Chapter
I.B. Defense policies, which guide the development of defense
strategy and military capabilities to counter threats to U.S.
interests, are discussed in Chapter I.C along with our defense
strategy, which specifies how we intend to employ our military
capabilities and other means to preserve our security. Chapter
I.E discusses our progress toward reaching effectively verifiable
agreements on arms reductions. Finally, Chapter I.F outlines what
we are doing to preserve the continuity of our defense planning
process into the decade ahead.

As depicted in Chart I.A.1, our military force structure
requirements are driven by the threats to our interests and the
strategy we adopt to counter these threats. We design programs to
research, develop, acquire, field, and maintain the appropriate
forces to execute our defense strategy. These programs, in the
aggregate, comprise our defense budget.
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Chart LA.1
The Defense Planning Process

Identifying U.S. national values and
security interests; ~

Assessing the threat to these values
and interests,

Formulating defense policy and
strategy for meeting contingencies;
and

Acquiring cost-effective forces,
weapons, and manpower {o execute
our policy and strategy.

From year to year, and from one Secretary of Defense to the
next, there is —— fortunately —— a great deal of continuity in
this planning process. As President Reagan noted in his 1988
report on U.S. National Security Strategy, U.S. interests and
commitments tend to remain fairly stable, as they have for most of
the post-war period. Specific features of the threats we face do
change, but usually not in ways that affect our defense plans
drastically in the short-term. Thus, our defense policy and
military strategy have tended to evolve gradually. This overall
continuity means that our force structure requirements tend to
change slowly as well.

Continuity in defense planning is reflected in this Annual
Report, which describes many policies and programs initated and
developed over many years —- some during my tenure as Deputy
Secretary of Defense. With the submission of this report, I
convey my endorsement of the policies and programs herein as
constituting, in their entirety, the best achievable plan for
fulfilling America's security requirements.
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3. U.S. Interests, Commitments, and Instruments
of National Power

U.S. national security interests are derived from broadly
shared values (e.g., freedom, human rights, and economic
prosperity) that serve to define specific interests and associated
geographical concerns (e.g., the territorial integrity of our
allies, unencumbered U.S. access to world markets and sources of
strategic resources).

America's preeminent national security interest is the sur-—
vival of the United States as a free and independent nation, with
its fundamental values and institutions intact, and its people
secure. We also seek to promote the growth of freedom, democratic
institutions, and free market economies throughout the world,
linked by fair and open international trade. More specifically,
we support the security, stability and well-being of our allies
and other nations friendly to our interests. We oppose the expan-
sion of influence, control, or territory by nations hostile to
freedom and to other fundamental values shared by America and its
allies.

Other key American interests include:

® Unimpeded U.S. access to foreign markets and resources,
and to the oceans and space; we also support the same free
access for our allies.

® Consistent with other U.S. interests, reductions in the
levels of armaments throughout the world.

® The peaceful and favorable resolution of disputes
affecting U.S. and allied security.

® The open exchange of ideas and other measures to encourage
understanding among the peoples of the world.

The protection of these interests has, over the years, led
America to enter into commitments with other nations in the form
of international treaties and agreements that secure and protect
those interests. Alliances like the North Atlantic Treaty
Organization (NATO) and bilateral agreements like those we have
entered into with Japan, the Republic of Korea, the Philippines,
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military power. Our economic power not only supports our
military strength, but also provides a basis to secure our
interests through other means. It is a major source of
our leadership and influence among allied and friendly
nations, by which we can promote the international eco-
nomic stability that is conducive to military stability.
Also, it provides resources to support U.S. foreign
assistance and security assistance programs.

In an ideal world, the vigorous exercise of non—military
instruments of national power would be the means of competition in
the global arena. Regrettably, some nations still view the use of
armed aggression as a legitimate means of advancing their
ambitions. In contrast, our nation relies on military might for
defensive purposes only. We see the exercise of military force as
a last resort, not as a substitute for other instruments of
national power. Moreover, the United States seeks to use all its
non-military instruments of national power to reduce the threats
driving our military requirements. To achieve adequate security,
we would prefer to lower our military requirements rather than add
to our military capabilities.

But our goal of reducing our defense effort while enhancing
our security is, at best, an uncertain and long-term proposition.
Paradoxically, history has shown us that the best chance we have
to negotiate reductions in security threats is by showing our
resolve to counter them, by force if necessary. A recent example
of this paradox is the agreement to eliminate all U.S. and Soviet
ground-launched ballistic and cruise missiles with ranges between
500 and 5,500 kilometers. The agreement was reached only after we
began deploying intermediate-range nuclear forces (INF). By
maintaining an adequate defense posture, we convey to our adver-—
saries that they have nothing to gain by trying to achieve a
military advantage over us. An adequate defense posture also
preserves our security until the time when our non-military
efforts can reduce the threats facing us.

The successful conduct of U.S. national security strategy
involves the integration of all instruments of our national power.
But it is our military strength alone that creates a secure
environment allowing us to employ the other elements of our
national power in attempting to preserve our security through
peaceful means. Thus, our defense posture is designed to under-
write an international order in which peaceful commerce and
diplomacy, not military force, guide the fate of nationms.
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Thailand, and Australia, serve to defend those common values that
we share. By defending ourselves in this collective manner, we
not only improve our own security, but we do so at a reduced cost;
common security programs benefit all, and the defense burden is
shared by all.

The defense program presented herein is designed to safeguard
America's values, protect our vital interests, and fulfill our
international commitments. Any reduction to this program must
weigh any anticipated short- term savings with the increased long-
term costs we are certain to incur, along with the increased risks
to our interests and commitments.

America's defense policies are a component of our National
Security Strategy, which is our overall plan for using all instru-
ments of national power to ensure U.S. security. These instru-
ments are interwoven with our military power and include:

-— Political Power: America's influence with nations around the
world has developed over many years. We have proven many
times the non—threatenlng character of our aims. Of
course, America's political power depends to a consider-
able extent on its military power, since the latter under-
writes the stability that makes possible our exercise of
peaceful, political influence. Moreover, our military
strength provides a counterwelght to the threats of our
adversaries that might otherwise intimidate other nations
into rejecting our peaceful political initiatives. In
regions where conflict threatens U.S. interests, our
diplomatic efforts -- drawing on all elements of national
power —— can be essential to restoring stability and
fostering outcomes favorable to us and to our allies and
friends. In these 1nstances, America's military posture
can and does provide significant support for these
efforts. For example, in the Persian Gulf our willingness
to employ military power to protect our interests
increases our influence with nations in that region. A
strong U.S. military posture, backed by domestic political
support and resolve to protect our interests, conveys the
firmness of our commitments to allies and friends, thereby
enhancing deterrence and increasing the incentives for
adversaries to negotiate seriously toward outcomes
favorable to us.

-— Economic Power: America's economic strength is an
enormously important instrument of our national power.
Our economy provides the wherewithal for producing and
maintaining our military power. In times of crisis or
conflict, the economic strength of our industrial base can
be mobilized as necessary to expand and sustain our
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4. Defenée Spending: Risk and 'Affordability

The defense planning process depicted in Chart I.A.l helps us
determine what military capabilities are needed to protect U.S.
_interests. But it cannot tell us precisely how much is enough to
be safe. Defense planning is not a precise calculus, and a nation
can never be perfectly safe. In any case, the high cost of mili-
tary forces, combined with our limited resources, usually means
that we must accept some degree of risk —— the gap between our
defense capabilities and our best estimate of defense require-—
ments. Our goal is to keep that risk at a prudent level.

, The appropriate level of security risk for a nation must be
decided with great care. While we would like to reduce the risks
to our security interests to an absolute minimum, we must also
_recognize that we have entered a period of constrained resources
that will see our military force structure shrink and our overall
defense capabilities reduced. The result will be significantly
greater risks to our ability to achieve our strategic goals. Thus
we face difficult choices regarding our defenses. How well we
make those choices and how well we manage their implementation :
will determine, to a great extent, whether or not we will preserve
the gains of the past seven years and build upon them to provide
for a more secure America.

chanld> ' ’ | ,
A Comparison of U.S. Defense Investment Expenditures With
the Estimated Dollar Cost of Soviet Investment Expenditures

$510 Billion Net
Difference




Economic considerations do have a significant bearing on the
resources we devote to defense. Yet we must also remember that
the defense efforts of our principal adversary, the Soviet Union,
greatly affect the level of resources we require to maintain the
degree of risk to our security at a prudent level. Chart I.A.2
highlights the disparity in defense investments between the United
States and the Soviet Union by comparing U.S. and estimated Soviet
costs over the past 20 years for military investment programs —-
the procurement, construction, and research and development
activities that build a lasting stock of military assets.

Although the United States has in recent years restored a level of
investment approximating the Soviet level, the Soviet Union
retains most of the equipment, fac111t1es, and designs they
acquired by their much greater cumulative investments since 1970.

The following chapter describes the consequences of this
disparity between U.S. and Soviet defense investments, and
highlights other threats as well. The remainder of this report
details our strategy and our programs for countering these threats
and maintaining America's securlty risks at the lowest possible
levels. President Reagan s program is an affordable one that
merits the Congress's full support. Indeed, shortchanging defense
now only guarantees that badly needed improvements will cost more
in the future.
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B. THREATS, MILITARY BALANCES, AND NET
ASSESSMENTS

Over the past year, we have seen an intensifying Soviet public
relations campaign designed osten31b1y to portray a new Soviet
commitment to peace. Despite this "new look," Moscow is continu-
ing its arms buildup and expanding its p011t1ca1 and military
influence wherever and whenever the opportunity presents itself.
Consequently, the Soviet Union remains the ma jor threat to the
security of the United States, its allies, and its friends. In
addition, other countries, such as Libya and Iran, with far less
military power than the Soviet Union, have shown themselves will-
ing to attack our citizens and our interests. We must contend
with these threats as well.

This chapter compares military power in various functional and
regional areas where we are threatened by the Soviets. These com-
parisons are termed military balances. They weigh not only the
threats posed by Soviet military forces, but also U.S. capabili-
ties to counter these threats. Such assessments assist us in
identifying adverse trends and highlight areas where corrective
action may be required.

1. Soviet Goals and Obijectives

Soviet General Secretary Gorbachev recently has undertaken a
wide range of new initiatives, both domestlc and foreign. He is
focusing on themes like "democrat1zat10n of the Communist Party
and Soviet society, "perestroyka" (restructuring) of the economy,
and "glasnost" (openness). While it is hard to find fault with
the rhetoric, we would be far more reassured by supporting
actions. It is likely that Gorbachev is genuinely unhappy with
the performance of the Soviet economy. If, however, there is to
be any reallocation of resources to rebu11d and reinvigorate a
faltering economy, it is likely that a major motivation is to
ensure a reliable long-term capability to support a modern mili-
tary force. Indeed, the Soviets have always maintained a long-
term perspective. Even if Gorbachev were to make no new invest-
ments in weapons production capacity (a highly unlikely event),
the huge investments already made strongly suggest that Soviet
defense production at least through 1990 will not be reduced
significantly.

In line with their new "peace offensive," the Soviets no

longer speak openly of winning a nuclear war. Yet with a force
structure emphasizing a time-sensitive, accurate, hard-target—kill
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nuclear capability; continued large-scale commitment to hardened
command, control, and communications (c3) facilities; continued
allocation of major resources to civil defense; and continued
upgrade of air and missile defense systems, the Soviet's defense
planning strongly suggests that they continue to maintain a capa-
bility for warfighting at all levels of the conflict spectrum.

In summary, regardless of Gorbachev's stated intentions,
Soviet military capability continues to grow, and U.S. policy
decisions must be made in light of these growing capabilities.
Intentions can change overnight, particularly in the Soviet Union
where decisions are made by a small elite, elected by no one and
responsible only to themselves. We must ensure that we continue
fielding forces capable of deterring aggression at all levels.
This effort requires a sustained long-term commitment on our part.

2. Other Threats to U.S. National Interests

Since the end of World War II, ambiguous aggression in the
form of low-intensity conflict (LIC) has become an increasing
threat to our interests, as well as those of our allies and
friends. Although these insurgencies, counterinsurgencies,
attempts at subversion, and acts of terrorism do not approach the
magnitude of the Soviet threat, they represent the principal form
of conflict in the world today, and will likely remain so in the
foreseeable future.

The Soviets, their satellites and surrogates, and many Third
World states hostile to our interests have seen the value of
ambiguous aggression in destabilizing established governments and
institutions. The threat we face from low-intensity conflict and
our strategy for countering it are discussed in Chapter I.C.,
while our growing special operations forces (SOF) capability to
deal with ambiguous aggression is covered in Chapter III.E.

3. Military Balance Assessment

Our assessment is that today's overall strategic balance is
essentially stable. Soviet planners, armed with a.greponderant
advantage in heavy intercontinental ballistic missiles (ICBMs),
must nonetheless weigh the enhanced cafab111ty'of.our strategic
Triad of ICBMs, submarine-launched ballistic missiles (SLBMs), and
strategic bombers, as each leg proceeds through a critical modern-
ization program. In Western Europe, NATO general purpose forces
are being modernized in order to meet the increased threat from a
numerically superior Warsaw Pact possessing weapons systems whose
quality approaches that of the best fielded by NATO. In the
Middle East/Southwest Asia, the military balance favors the
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Soviets, but the combination of our efforts and those of countries
in the region create significant risks and uncertainties for
Soviet planners. In East Asia, the balance again favors the
Soviets, but our modernization programs, and the economic vigor of
our allies and friends, indicate a more favorable long-term trend.

The maritime balance favors us, but we have a greater
dependence on the sea than do the Soviets. The power—projection
balance also favors us, but increasing Soviet capabilities and
their use of surrogates make this balance unstable at best.

4. The Strategic Balance

The weapon counts and simple exchange models typically used in
describing the strategic nuclear balance focus almost exclusively
on offensive forces. This approach neglects such key factors as
U.S./Soviet asymmetries in passive and active defenses that would
have a major influence on offensive forces' ability to perform
their missions. Quite often differences between U.S. and Soviet
strategic doctrines are also overlooked. In formulating our own
assessments of the balance, we must address these and other
factors as well.

Our principal objective is to deter aggression against our-
selves, our allies, and our friends. Our deterrent's effective-
ness depends, in large measure, on how the Soviets assess the
strategic balance, since it is the U.S.S.R. that we seek to deter
from aggression. Recent Soviet declaratory statements appear to
reject their previously held concepts of nuclear warfighting while
disclaiming a preemptive nuclear strategy. We have not seen, how—
ever, corresponding changes in Soviet force posture or adjustments
in some key modernization efforts that would support this aspect
of Moscow's declaratory policy. Soviet leaders seem to believe
that nuclear war would be highly destructive and militarily
undesirable, and should therefore be avoided, if possible.
Nevertheless, they also believe that nuclear war could occur and
that the U.S.S.R. should be prepared for such a possibility. The
Soviet leadership believes that it is feasible, through a variety
of means, to make it more likely that the U.S.S.R. will emerge
from a nuclear war in relatively better condition than its foes,
and that the Soviet regime could retain its political control.
This objective governs the long-standing Soviet commitment of
scarce resources to enhance both their offensive and defensive
strategic capabilities. It also helps to explain Soviet opera-
tional planning that is designed to seize the strategic initiative
through prompt missile attacks, and to limit damage to the
U.S.S.R. through a vast, interlocking system of active and passive
defenses and related measures. Consequently, the key to deterring
Soviet aggression remains our ability to hold at risk those assets
that the Soviets value most.
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a. Offensive Forces

U.S. offensive forces are becoming increasingly effective and
survivable. The introduction of our Peacekeeper ICBM begins to
redress the existing asymmetry in prompt, hard-target kill capa-
bility, although even the full 100 Peacekeeper force will not
erase this Soviet advantage entirely. Our advantage in bombers
will persist as we continue deploying the B-1B bomber and fittin
selected B-52 platforms with air-launched cruise missiles (ALCMs).

In the longer term, our projected modernization efforts will
reduce Soviet advantages in some areas and maintain some areas of
U.S. advantage. Deployment of the rail-based Peacekeeper will
result in a highly survivable land-based missile force. Intro-
duction of the highly accurate Trident II SLBM aboard the more
survivable Trident SSBN (Ballistic Missile Submarine, Nuclear-
Powered), now steadily entering the fleet, will permit us to hold
at risk a greater proportion of the hardened, fixed Soviet target
base. The Advanced Technology Bomber (ATB) and the Advanced
Cruise Missile (ACM) will greatly increase the penetration capa-
bility, operational flexibility, and effectiveness of our air-
breathing forces. Furthermore, projected improvements to our
command, control, and communications systems will enhance our
capability to manage U.S. forces in demanding contingencies, and
should, therefore, discourage a preemptive attack against our
command system.

Soviet offensive force enhancement efforts center on increas-
ing their forces' survivability, operational flexibility, and
their advantage in prompt, hard-target-kill capability. They are
deploying their road-mobile SS-25 ICBM and their rail-based SS-24
ICBM (which apparently will also be silo—based). This Soviet
trend toward mobility, complemented by the strategic defensive
developments noted below, may significantly alter the Soviet
target base and complicate our ability to hold at risk significant
Soviet military assets. The follow-on to the SS-18 ICBM —— the
Soviet's prime counterforce weapon —— has begun flight testing,
again underscoring the Soviet commitment to a preemptive strategy.
Moscow's continued construction of its Typhoon and Delta IV sub-
marines, armed with longer range SS-N-20 and SS-N-23 SLBMs respec-
tively, will increase the force's survivability by permitting SSBN
operations in waters protected by Soviet naval and air forces. We
expect to see more accurate versions of these two SLBMs, providing
the Soviet SSBN force with a greater capability to attack hardened
U.S. targets.

Soviet modernization programs are quite comprehensive, and
include the rejuvenation of their air-breathing forces in an
attempt to erode our advantage in this area. Their new Bear-H
bombers, equipped to carry the AS-15 long-range ALCM, have
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conducted training patrols within operational range of North
America. A second new AS-15-capable Soviet intercontinental
bomber, the Blackjack, is completing its development and could
become operational in 1988. In addition to the AS-15 and the
SS-N-21 (a sea-launched cruise missile, or SLCM), the Soviets are
developing a larger SLCM, the SS-NX-24, which has been flight-
tested from a specially converted Yankee-class submarine, and a
larger ALCM, the AS-X-19. Soviet modernization of their strategic
forces also includes the deployment of their new Midas tanker
aircraft. These activities underscore the Soviet commitment to
enhancing their overall force flexibility and employment diver-
sity, thereby complementing their advantage in ICBMs.

b. Defensive Measures

It is in strategic defense, however, that the asymmetry
favoring the U.S.S.R. is particularly stark. Our air defenses,
although being modernized by the introduction of new ground-based
radars and the replacement of obsolete fighter aircraft, are not
designed to provide the level of protection associated with their
Soviet counterparts. Our Strategic Defense Initiative (SDI)
research and experimentation program is designed to determine the
feasibility of an effective defense against ballistic missiles.
The initial results are very encouraging and promising concepts
are being pursued. Over the long term, an effective defense
against ballistic missiles could negate the defensive asymmetry
now favoring the Soviets, discouraging any Soviet perception that
those advantages could be converted to concrete gains. Currently,
though, our absence of civil defenses, industrial preparedness
measures, and related efforts underline the Soviet advantage in
this aspect of the strategic balance.

The Soviets are continuing their enormous investment in
expensive and technically demanding active and passive defense
systems designed to limit damage to the U.S.S.R. in the event of
nuclear war. Numerous deep-underground facilities exist, designed
to withstand nuclear attack and provide protection to a signifi-
cant proportion of the Soviet civilian and military leadership.
These facilities are supported by a complex system of hardened,
redundant, and mobile command, control, and communications systems
designed to assure centralized control during and after a nuclear
exchange. Although adding considerable costs both to the con-
struction and operation of factories in an economy strapped for
resources for civilian projects, industrial preparations for

nuclear war continue. Civil defenses are steadily improving as
well,

Soviet active defenses include the world's largest air-defense
network, and the only operational ballistic missile defense and
antisatellite (ASAT) systems in existence. The Soviet operational
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ASAT contributes to their warfighting posture by keeping at risk
U.S. satellites in low-earth orbit, a capability not possessed by
the United States. Moscow's modernization of its antiballistic
missile (ABM) system, and its interlocking network of new, large
phased—-array radars (including the one at Krasnoyarsk that vio-—
lates the ABM Treaty), may provide the foundation for a potential
nationwide ABM deployment. This development, particularly in the
context of other Soviet ABM-related activities, is especially
troublesome.

Looking toward the future, the Soviets are continuing their
research and development (R&D) activities in many areas being
examined by our Strategic Defense Initiative, but at a higher
level of funding. In some cases Soviet activity has gone beyond
laboratory research, as witnessed by their ground-based lasers at
Sary Shagan, which are probably capable of damaging some compo-
nents of U.S. satellites in orbit. Testing of components for a
large-scale ground-based laser ABM system could occur in the early
1990s, with an operational ground-based system becoming available
possibly in the late 1990s and its space-based counterpart reach-
ing deployment after the year 2000. The Soviets are continuing
research in particle beam, radio frequency, and kinetic energy
weapons, and could deploy ASAT and ABM prototypes of these systems
by the mid-to-late 1990s.

An overall assessment of the strategic balance indicates that
the United States has, and will retain for the foreseeable future,
the capability to deter a direct nuclear attack. This judgment
assumes that President Reagan's strategic modernization program is
fully implemented in a timely manner. Absent these U.S. improve-
ments, the tempo and direction of Soviet programs will erode some
remaining areas of U.S. advantage and extend Soviet advantages,
particularly in the area of strategic defense.

Looking forward, the asymmetry in strategic defenses and the
changing nature of the Soviet target base, partially reflected in
the Soviet commitment to deep underground facilities and mobility,
represent areas of considerable concern. Left unchallenged, these
trends will, over time, remove from risk an increasing portion of
those assets which the Soviets consider vital in retaining con-—
trol over their society and achieving their wartime goals. Such
developments would weaken our ability to deter. Our future
ability to maintain an acceptable strategic balance depends on our
developing both U.S. strategic offensive and defensive capabili-
ties. Reducing the existing asymmetry in strategic defense capa-
bilities, in particular, would demonstrate to the Soviet leader-
ship that it does not possess usable military advantages, thereby
reducing the risk of aggression.
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5. Major Regional Balances
a. The NATO - Warsaw Pact Balance

We remain concerned with the advantages the Warsaw Pact holds
over NATO in most categories of forces. These advantages stem, in
part, from the continuing pace of Pact weapons production that
outstripped NATO's efforts over the past decade (see Chart 1.B.1).

Chart 1.B.1
Production of Selected Weapons for

NATO and Warsaw Pact Forces (1978 - 1987)
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Consequently, the Pact has been able to expand and modernize its
forces, maintaining, and in some cases increasing, its advantages
in nonstrategic nuclear forces (NSNF), chemical forces, and con-
ventional ground and air forces. This situation is particularly
worrisome since NATO's strategy of flexible response calls for a
credible force capability across the spectrum of conflict.

In the NSNF category, the Warsaw Pact has, and we project will
continue to have, advantages in quantity, survivability, and
flexibility. The Intermediate—Range Nuclear Forces (INF) Treaty
eliminating longer and shorter range INF missiles will reduce some
of those Pact advantages. Nonetheless, they currently hold more
than a 3:1 advantage in dual-capable INF aircraft and are expected
to maintain that advantage. In the category of short-range
nuclear forces (SNF), the Soviets have a major advantage 1in terms
of nuclear-capable surface-to-surface missiles and artillery, and
that advantage could become even greater over the next ten years.
Regarding missile launchers alone, the Soviets have a 17:1 advan-
tage over NATO. That advantage would be further compounded by the
large number of refire missiles they typically deploy for each
launcher. Additionally, since much of the Pact's ground-based
NSNF typically outranges NATO's, our nuclear forces must be
deployed closer to the forward-line of troops (FLOT) and, there-
fore, could be more vulnerable to conventional and nuclear strikes
during a war. We are actively involved with our NATO allies in
identifying steps that we can take to address these and other
problems in order to maintain an effective nuclear deterrent
force.

The Warsaw Pact also currently holds a decided advantage over
NATO in chemical offensive and defensive capabilities. A wide
variety of the Pact's conventional weapons systems are capable of
delivering chemical munitions. Moreover, the Soviets have more
than 60,000 chemical warfare personnel and over 30,000 chemical,
biological, radiological (CBR)-related vehicles deployed with
chemical troops. In contrast, NATO primarily relies on a small
and aging U.S. chemical stockpile as a deterrent. With the
Congress's support, we have embarked on a long-overdue
modernization effort in this area.

The Pact is retaining its advantage in conventional forces.
Particularly worrisome is the growth in their ground force
advantage. By one measure, which accounts for both quantity and
quality of forces, the Pact's advantage in initially available
pre—hostility ground force combat potential in their Western
Theater of Military Operations (WIVD, in Soviet terms) increased
significantly between 1965 and 1987. The Pact's advantage in this
category after 30 days of mobilization on both sides historically
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Chart |B2

Ratio of Warsaw Pact to NATO Ground Forces :
in the WTVD, 1965-1987: Pre-Hostility Combat Potential
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has been even greater (see Chart I.B. 2). Indeed, one bright spot
in the ground force balance is that our modernization efforts and
those of our allies have started to pay off. Our deployments of
new attack helicopters, main battle tanks, infantry fighting
vehicles, multiple rocket launchers, and other ground combat sys-—
tems in adequate numbers have allowed us to keep pace with the
Pact's modernization efforts. Mandated cuts in defense resources,
however, threaten to erode these hard-won gains in our nonnuclear
deterrent.

Just as important as the number and quality of ground forces
deployed in Europe is the NATO and Warsaw Pact strategy and doc-
trine for employing them. Since NATO is a defensive alliance, the
Pact can choose the time and location of any attack, while NATO
will bhave to react to an unfolding situation. We expect that the
Pact will not attack uniformly across the entire front. Rather,
they will seek to mass their forces and firepower against selected
NATO sectors, hoping to achieve quick penetrations that they can
exploit rapldly. By combining this approach with attacks intended
to fix NATO's strongest forces in place (preventing their with-
drawal, repositioning, and use as counterattack forces), the Pact




hopes to achieve a quick conventional victory, possibly reaching
its immediate theater objectives in as little as two weeks.

Simultaneously, the Pact expects to conduct theater-wide air

operations to destroy NATO s nuclear forces and gain air superi-
ority, although the Pact's advantage in the air is not as great as
it is on the ground. Applying similar quallty/quantlty measures
as used for ground forces to determine air force combat potential,
one f1nds that the Pact has increased its 1n-Place, pre-war fixed—
wing air force advantage in the Western TVD significantly since
1965. Furthermore, our analyses show that after 30 days of
mobilization on both sides, NATO has been able to improve this air
balance (see Chart 1.B.3). According to our projections, however,
Soviet Air Force modernization coupled with growing resource
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constraints on U.S. modernization will, by 1990, see the Pact
erode the gains NATO has made, at great cost, since 1975.

Furthermore, the Pact's air operation involves much more than
fixed-wing aircraft. They plan to employ conventionally armed
surface-to—-surface missiles, air—assault units, attack heli-
copters, special purpose forces (Spetsnaz), and radio-electronic
combat systems as well. While we know that the Pact has substan-
tial numbers of those types of forces, we have not yet been able
to calculate adequately the effects of such a combined arms
approach on air warfare.

Yet another important consideration in assessing the European
balance is the ability of both sides to sustain their combat
forces with ammunition, fuel, repair parts, etc. A number of
indicators lead us to believe that the Pact has an advantage over
NATO in this area as well. In terms of ammunition stockage, for
example, the Pact has substantially increased its storage capacity
in the Western TVD over the past ten years. NATO improvements in
ammunition sustainability, however, have not been nearly as great,
and in terms of days of combat, NATO falls far short of the Pact.

The above factors, among others, lead us to conclude that in
the event of war in Europe, NATO could face the difficult choice
of early escalation to the use of nuclear weapons or suffering a
conventional defeat in Europe's critical Central Region. NATO's
primary objective, however, is not to fight a war, but to deter
war. Since deterrence rests in the eye of the beholder, the
Soviet assessment is central to understanding the deterrent qua-
lity of our forces. For example, despite the Pact's advantages in
nuclear and chemical weapons, the Soviets would prefer in any
conflict with NATO to defeat the Alliance using only conventional
forces. Their preference could well be due, in part, to the
escalatory linkages that are associated with nuclear and chemical
weapons and to a lack of Soviet confidence in their ability to
control escalation should those weapons be used.

At the conventional level, the Soviets may not be confident
that their forces are sufficient to guarantee them a high prob-
ability of success. Such a Soviet assessment may well be influ-
enced by the unattractive prospect of mobilizing and deploying
forward their reserve forces in the face of capabilities NATO is
pursuing for Follow-On Forces Attack (FOFA). Furthermore, it is
likely that the Soviets remain concerned about the military capa-
bility and reliability of their allies' forces. Consequently, we
assess that the combination of Soviet uncertainty in the nuclear
and conventional realm is currently enough to deter them from
starting a war in Europe. But as we noted earlier, the Pact
continues to hold an advantage in these force categories, and the
trends in these categories are not comforting. We need to do more
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in bogh.areas if we are to maintain confidence in the deterrent
capability of our forces.

In the mid term, increasing armaments cooperation among the
NATO allies improves the efficiency of the Alliance's defense
spending. We see this development as an extremely positive one
and, with the help of the Congress, we are continuing to pursue
these types of initiatives. In the long term, however, we must go
beyond these efforts. Developing new conventional weapons tech-
nologies, such as lasers and directed-energy weapons, could well
cause a fundamental change in the nature of warfare with tremen-
dous implications for the kinds of forces and types of weapons we
need to achieve our national security objectives. Given the
underlying advantage the West has in science and technology, we
should attempt to capitalize on our lead in a number of these
technologies to improve significantly our military posture. This
approach lies at the heart of our Competitive Strategy Initiative
(see Chapter I.F), and we have a number of efforts under way to
identify possible actions we can take. To the degree that we are
successful in this effort, we should be able to improve consider-
ably our ability to deter war in Europe and to defend Europe
should deterrence fail.

b. The East Asia Balance

The Soviets continue to upgrade the equipment of their mili-
tary forces in East Asia. Modernizing the more than 50 ground
divisions deployed in the Far East is the centerpiece of Moscow's
ground force activity. The Soviet's recent pull-back of one
motorized rifle division from Mongolia constituted a gesture to
China of Moscow's willingness to discuss bilateral and regional
issues, but is not expected to presage a further drawdown of
Soviet forces along the Chinese border. Air regiments in the
region continue receiving new ground attack and air defense air-
craft, as Backfire aircraft are replacing and augmenting older
inventories of Badgers. The Soviets also have deployed modified
Bear aircraft to support their Far East strategic and tactical
operations. The Soviet Pacific Fleet is receiving new cruisers,
destroyers, and submarines, thus maintaining its status as the
largest of the four Soviet fleets. These Soviet conventional
forces are still supplemented by a substantial number of short-—
and intermediate-range nuclear forces, including the land-mobile
SS-20, although the latter is scheduled to be removed in
accordance with the terms of the INF Treaty.

In responding to the imposing military power on its northern
border, the People's Republic of China (PRC) has embarked on a
broad program to upgrade its mi11tary.f0fces. This effort,
however, 1s viewed as secondary to China's domestic economic
development. Beijing's defense resources presently are directed
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toward low—cost military programs designed to lay the groundwork
for significant improvement 1n combat capabilities over the next
decade. Improvements in education, training, organization, tac-—
tics, and research and development (R&D) will pave the way for
integration of new technologies and upgraded weapons systems in
the 1990s. Thus, despite continuing Chinese improvements, the
Soviets will remain predominant in all areas of the conventional
military balance.

The Soviets also will continue to maintain strategic nuclear
superiority over the Chinese for the foreseeable future. Any
enhancements to China's strategic forces over the next five years
will likely be counterbalanced by improvements in the Soviet
missile defense system.

The regional balance between North and South Korea is of great
concern to the United States, and is a key factor in U.S. military
planning for the Asia/Pacific region. America's determination to
stand with South Korea in preserving the common defense has main-
tained the peace on this strategic peninsula for nearly 35 years.
Nevertheless, North Korea persists in modernizing its large armed
forces, even at the expense of debilitating its already weak
economy. Recent North Korean activities include the continued
reorganization of its army, and increased naval and air exercises
with the Soviets. With the bulk of its forces forward deployed,
North Korea is postured to attack in ways that would maximize
surprise. For these reasons, it is not yet clear whether North
Korea's recent pledge to reduce the size of its armed forces
constitutes a genuine effort to reduce tensions on the peninsula.

The Republic of Korea (ROK) boasts a strong, growing economy
roughly four times the size of North Korea's. South Korea also
has been modernizing its forces with U.S. assistance. South
Korean military modernization programs and the economic asymmetry
vis—a-vis North Korea makes the long-term prospect for the Korean
balance favorable. Nevertheless, in the face of Pyongyang's
historic hostility, and in view of Moscow's penchant for exploit-
ing the aggression of its proxies through direct or covert inter-
vention, our assistance to South Korea must continue.

The inability to find a solution to the Cambodian problem
remains the greatest threat to peace and stability in Southeast
Asia. Vietnam's occupation of Cambodia continues to cause
regional military confrontation and has resulted in an escalation
of extraregional tensions as the superpowers and China compete for
influence in the region. In exchange for economic assistance and
military support, Vietnam has granted the Soviets base rights at
Cam Ranh Bay. From there, Soviet naval and air force operations
pose a threat to Southeast Asian sea lines of communications and
to U.S. naval forces operating in the South China Sea.
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Although the Soviet Union and its clients retain advantages in
some of the regional military balances, several theater-wide
factors favor the United States and its allies. For example,
close allies like Japan provide bases and infrastructure support
to our forward-deployed forces. Japan's key location, moderniza-
tion of its self-defense forces, and assumption of new missions
also enable it to provide for a major part of its own defense.

The location of the Philippines, at the juncture of Southeast
Asian and Western Pacific sea lanes, continues to make it a stra-
tegically important site for two large U.S. facilities, Clark Air
Base and Subic Bay Naval Base. These bases play a critical role
in the fulfillment of U.S. global responsibilities. Recent inter-
nal challenges, communist and secessionist insurgencies, and
continuing economic problems threaten the stability of democratic
institutions in the Philippines. U.S. strategic objectives are
tied to the economic well-being of the Philippine people and the
stability of their government. Our security assistance program is
therefore aimed at defending democratic institutions and helping
the Philippines to meet the many threats and challenges to its
security and sovereignty.

The continued economic growth of Japan, the rapid development
of the newly industrialized countries of the East Asia rim, and
the anticipated growth of the Chinese economy will broaden the
basis for developing the self-defense capabilities of friendly
regional countries. To promote this trend, we are pursuing
economic and security policies that tie the United States and
friendly nations in the Asia/Pacific region more closely together.
These positive economic developments make the long-term regional
trends in the military balance appear favorable.

¢. The Middle East| Southwest Asia Balance

The oil wealth of the Middle East/Southwest Asia region, its
political instability, and its proximity to the Soviet Union make
it a target of Soviet aggression —— both ongoing (as in Afghani-
stan) and potential. Additionally, Iranian terrorism, Teheran's
indiscriminate mining of the Persian Gulf and its approaches, and
continued Iranian attacks on non-belligerent shipping in the Gulf
also represent threats to U.S. interests. Our primary objective
is to support the independence of friendly states in_ the region by
assisting their military forces and developing capabilities of our
own that would make any Soviet aggression costly, risky, and
unsuccessful. The Soviets maintain significant ground and tac—
tical air forces in their military districts contiguous to the
region and are actively enhancing support bases for their naval
presence in the Indian Ocean. Soviet forces occupying Afghanistan
are continuing their efforts to subjugate the Afghan people. At
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the same time, they represent over 115,000 combat-ready troops
forward-deployed in Southwest Asia.

The Soviet Union's proximity to the Persian Gulf region .
provides it with a significant military advantage, although it is
somewhat offset by the determination of the region's states to
maintain their independence as well as by the region's extremely
difficult terrain. The Soviets would have to sustain long lines
of communication in attempting to seize the Persian Gulf's oil-
producing facilities. These communication lines would be vulner-—
able to air and unconventional ground interdiction; in addition,
they would require a large occupying force to ensure local
security.

As in the East Asian theater, local military balances play an
important role in arriving at an overall regional assessment. In
the Iran-Iraq War, the Iranian manpower advantage continues to
offset Iraqi predominance in force structure, most particularly in
armor and tactical air weapons systems. The result has been a
stalemate reminiscent of the Western Front in World War I, in
which neither side has been able to gain the upper hand.

With Soviet assistance, Syria is continuing to upgrade its
military forces with Soviet—supplied fourth—generation fighter
aircraft and other advanced weapons systems. Syria's recognition
of its disastrous economic situation, however, has forced a con-
solidation of ground force units and has resulted in an overall
decreased military threat to Israel. The Israeli military
modernization program is also facing harsh fiscal realities, how-
ever, requiring Israel to make difficult decisions regarding
development and purchase of new weapons systems, as in the case of
the recently cancelled Lavi tactical fighter. At present, Israel
maintains clear advantages in readiness, command and control, and
tactical air operations that should provide for its continued
securility.

India, China, and Pakistan are the major military powers in
South Asia, and open conflict between India and Pakistan as a
result of long-standing differences is always a possibility.
India has force structure advantages over Pakistan, and both
countries continue modernizing their military forces. India has
successfully tested a nuclear device, and Pakistan may be devel-
oping the ability to do so. The military balance between India
and the PRC, in which India's advantage in armor is countered by a
Chinese advantage in manpower, is greatly affected by the
exceedingly hostile geography and climate along their common
border, which would impose severe limits on both operations and
logistics.
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We have improved our capability for projecting military forces
to the region. Our U.S. Central Command develops specific plans
and operational concepts focused on the region. Its potential
force allocation comprises more than six ground divisions and over
600 tactical aircraft. To test these forces and concepts, we have
conducted a number of successful exercises with friendly regional
states, and our recent convoy/escort and mine—countermeasure oper-—
ations in the Gulf are providing us with greater familiarity with
regional operations. On balance, our improved capability to pro-
ject significant forces rapidly to the region helps to deter
Soviet aggression. Should deterrence fail, we can successfully
defend the region with substantially fewer ground forces than the
Soviets require to seize and occupy it, provided our forces are
strongly supported by tactical air. Such a defense would depend
heavily on participation and support by friends and allies in the
region.

6. The Maritime Balance

Our capability to protect sea lines of communication, control
specific ocean areas, and project power to distant reaches of the
globe is vital to Western security and the safeguarding of U.S.
interests worldwide. Almost any type of regional or major power
conflict involving U.S. interests will require the use of naval
forces and the movement of men and materiel by sea. Although the
Soviets have improved their naval forces' capabilities, our own
shipbuilding and modernization programs have kept pace and we are
maintaining a maritime balance favorable to the United States.

Maritime superiority is critical to the United States for both
economic and military reasons. It is critical to the Western
alliance because of the role U.S. reinforcements play in NATO
plans. A cornerstone of our goal of maintaining maritime superi-
ority involves the sharing of missions between the Services to
improve the effectiveness of our maritime operations and to ensure
efficient use of all our resources. Cooperative efforts in aerial
refueling, ocean surveillance, and strike operations support this
effort.

The Soviet Navy's primary strategic wartime mission is to deny
Western navies access to maritime regions near the Soviet land-
mass. The Soviet Navy would concentrate on protecting its SSBN
forces and destroying opposing nuclear—capable forces, such as
U.S. SLCM-equipped submarines and surface ships, and aircraft
carriers. The U.S. Navy's maritime strategy 1s to control vital
sea lanes and to conduct offensive operations in Soviet maritime
operating areas and deny the Soviets sanctuary. The force-
projection/sea-control missions of the United States and its
allies, and the sea—denial missions of the Soviets and Warsaw Pact
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are asymmetrical, and this asymmetry drives force structure dif-
ferences (see Chart I.B.4). The Soviet Navy's force structure in
support of submarine warfare in a sea-denial role serves as an
example. The Soviet's continual upgrading of the quality of their
attack and cruise missile submarines, combined with continued
improvements in Soviet naval aviation, has permitted Moscow to
begin extending "sea-denial areas" into the southern Norwegian Sea
and the northwest Pacific. By the mid-1990s, improved Soviet
submarines and more capable surface combatants will represent a
significant percentage of the Soviet Navy. The continuing devel-
opment of Soviet high-performance antiship cruise missiles will
strain our fleet defenses; but our defenses will also have
improved. The ice-covered waters and harsh weather peculiar to
maritime areas near much of the Soviet Union's coast are also
important factors in calculating the maritime balance.

Chart B4
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Continued U.S. efforts at becoming proficient in this environment
will add to our warfighting advantage. Additionally, Western
improvements in seaborne surface-to-surface, air-to—air, and air-
to-surface strike capability will continue to hold the Soviet Navy
at risk.

The maritime balance today is complex and the margin of allied
superiority is being reduced, although the United States and NATO
do maintain a lead over the Soviets in important warfare areas.
Despite measurable improvements in the Soviet submarine force, we
currently maintain an antisubmarine warfare (ASW) edge. The
illegal transfer of advanced propeller construction technology
from the West, however, will facilitate further Soviet advances in
submarine design. The ASW picture will be complicated by con-
tinued introduction of improved platforms on both sides, with an
overall declining U.S. advantage. Fleet air defenses will be
increasingly challenged by the improved antiship missiles entering
both inventories. The possible expansion of Soviet "sea—denial"
zones would test U.S. offensive strategy, but will also complicate
Soviet reconnaissance and surveillance capabilities. The U.S.
Navy will retain significant advantages over the Soviets in tac-
tical air, long-range power projection, sustainability at sea, and
in its ability to operate the new and more sophisticated ships
entering the inventory. Our continued pursuit of these competi-
tive advantages and our close attention to changes in Soviet naval
forces and strategy are necessary to preserve a favorable maritime
balance in the future.

7. The Power-Projection Balance

_For the last several years my predecessor has commented on the
basic asymmetry in the ability of the United States and the
Soviets to project power along the immediate Soviet periphery. 1In
order for us to support our friends and allies on or near Eurasia,
we must project power at great distances from our shores. Be-
cause our forces have long had the mission of operating far from
the United States at great distances from their home bases, we
currently have a superior ability to project power to locations
distant from both the United States and Soviet Union. The
Soviets, however, are gradually expanding their capability in this
area by developing power—projection assets such as airlift forces
and the merchant marine, and through arms sales, increased use of
surrogates, and military assistance.

In terms of special equipment necessary for global operations,
U.S. forces have, with some exceptions, equipment superior to that
of the Soviet forces. The U.S. Military Airlift Command, for
example, has aircraft that can be refueled in flight, while its
Soviet counterpart has not demonstrated that capability. The
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Soviet Condor heavy transport aircraft, however, is a graphic
example of the Soviet commitment to project power at greater
distances. Larger than the C-5A, the Condor enhances the Soviet's
capability to deploy and supply forces outside the U.S.S.R.

Furthermore, the Soviet Merchant Marine is an 1ntegra1 element
in Soviet power rOJectlon strategy. In supportlng Moscow's
clients with military equipment, it is well-suited for the small
ports of Third World nations. A Soviet Merchant Marine force
equipped with new vessels designed with military utility in mind,
and possessing a rapid on—load?off -load capability, provides great
flexibility in military contingencies at distant locationms.

Our own efforts to upgrade power projection forces also have
been substantial. U.S. carrier battle groups and Marine Corps
units are capable of fighting intense battles on their own, out of
reach of our forces based in the continental United States. In
contrast, Soviet power—projection forces are, to a large extent,
still dependent on assistance originating from bases in the Soviet
Union. The Soviet Navy, for example, would experience great dif-
ficulties in attempting to counter our carrier battle groups with-
out the support of their land-based aircraft assets. Our airlift
and sealift shortfalls are being addressed by new acquisitions and
programmed improvements to our active and reserve forces, and
provision of the equipment to off-load and move cargo once it
arrives. Additionally, mobility has been enhanced by the pro-
curement of three maritime prepositioning sh1p squadrons to sup—
port Marine air-ground task force deployments in the Atlantic,
Pacific, and Indian Oceans. The Navy has taken delivery of the
first 11 air-cushioned landing craft (LCAC), enhancing the speed,
mobility, and d1ver51ty of our amphibious assault forces.

Finally, the Army's fielding of light divisions also enhances our
rapid deployment capabilities.

A continuing element of American power projection is our
superior worldwide basing network. Our forward deployments
require sea and air links to the overseas bases supporting those
deployments. Soviet overseas ba31nﬁ focuses on key geographical
areas, employing mostly movable or "removable" assets (e.g.,
floating piers, tenders, and repair ships; floating drydocks) and
building little that is permanent. There are of course excep-—
tions, like Vietnam. Given our asymmetric geostrategic situation,
loss of Soviet overseas facilities would not affect Soviet force
planning to the same degree that loss of overseas basing would the
United States.
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Chart 1B.5 ,
Soviet Global Power Projection
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Security assistance programs continue contributing to our
national security objectives by assisting our allies and friends
in meeting their defense needs and supporting collective security
efforts. For a full discussion of security assistance issues, as
well as an overview of regional challenges to U.S. interests, see
Chapter I.D.

U.S. links to allies around the world depend upon our con-
tinued ability to move and support forces in areas distant from
the U.S. mainland. The overall power-projection balance continues

to favor the United States, but the Soviets are making significant
inroads.
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C. U.S. DEFENSE POLICY AND STRATEGY

1. National Security Objectives

To counter the threats to our interests described in the
preceding chapter, we pursue what we term "national security
objectives." Achieving these objectives is the purpose of our
defense strategy and military capabilities:

Our major national security objectives are:

To safeguard the United States, its allies, and interests
by deterring aggression and coercion; and should deter-
rence fail, by defeating the armed aggression and ending
the conflict on terms favorable to the United States, its
allies, and interests at the lowest possible level of
hostilities.

To encourage and assist our allies and friends in defend-
ing themselves against aggression, coercion, subversion,
insurgencies, and terrorism.

To ensure U.S. access to critical resources, markets, the
oceans, and space.

To reduce, where possible, Soviet military presence
throughout the world; to increase the costs of Moscow's
use of subversive forcej; and to encourage changes within
the Soviet bloc that will lead to a more peaceful world
order.

To prevent the transfer of militarily critical technology
and knowledge to the Soviet bloc, and to other potential
adversaries.

To pursue equitable and verifiable arms reduction agree-
ments, with special emphasis on compliance.

To defend and advance the cause of democracy, freedom,
and human rights throughout the world.
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2. U.S. Defense Strategy

Our basic defense strategy is to safeguard the United States
and its allies and interests by deterring aggression. Deterrence
works by convincing potential adversaries that the probable costs
to them of their aggression will exceed their probable gains. We
seek not only to deter actual aggression, but also to prevent
coercion of the United States, its allies, and friends through the
threat of aggression. Successful coercion could give a hostile
power the fruits of war without actual conflict. Against Western
Europe and Japan, for example, the Soviet threat comprises both
overt attack, as well as propaganda and other tactics designed to
intimidate and to seduce. Moscow seeks to persuade our allies and
friends to distance themselves from the United States, neglect
their military capabilities, adopt passive policies such as
unilateral disarmament, and ultimately end the 16-nation North
Atlantic Alliance and our mutual defense treaty with Japan, which
reflect our collective resolve to resist Soviet attempts at
domination.

To deter the Soviet Union, America and its allies must make
clear to Moscow that we have both the means and the will to
respond effectively to aggression against our interests. We
emphasize our resolve and ability to respond, but avoid specifying
exactly the nature of our response. This is the essence of our
strategic doctrine of "flexible response," which has been the
foundation of U.S. strategy since 1961 and NATO strategy since
1967. Our forces deter a potential aggressor by confronting him
with three types of possible responses:

—— Direct Defense: To confront an adversary with the possi-
bility that his aggression will be stopped before he can
achieve his objectives and without our resorting to
actions escalating the conflict. This response is
sometimes referred to as "deterrence through denial."

—— The Threat of Escalation: To warn an adversary that his
aggression could start hostilities that might not be
confined in the manner he envisions —— that escalation
could exact far greater costs than he anticipates, or
could bear.

—— The Threat of Retaliation: To raise the prospect that an
attack will trigger a retaliatory attack on the aggres-—
sor's homeland, causing his losses to exceed any possible

. . . "
gains. This response 1is sometimes referred to as “deter-
rence through punishment.
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The responses summarized above are part of our overall
defense strategy for safeguarding U.S. interests worldwide. To
preserve the common defense, this global strategy for deterring
and combatting aggression must be effective across the spectrum of
conflict, from nuclear and conventional aggression to what is now
termed low-intensity conflict, or LIC.

3. The Strategic Defense Initiative and the
Evolution of Nuclear Deterrence

a. The Necessity of Strategic Defense

Since the dawn of the nuclear era, the focus of American
strategic thought has been on deterring nuclear war by dissuading
our adversaries from using nuclear weapons against the United
States or our allies through the threat of retaliation. Simi-
larly, we have relied on U.S. nuclear weapons to help deter con-
ventional attack as well.

Efforts to defend against nuclear attack also have played an
important role in American post—war strategy, save for a l5-year
period between the late 1960s and 1983, when the rapid buildup of
Soviet nuclear missile forces combined with a corresponding lag in
our progress on technologies for defending against a ballistic
missile attack to dampen U.S. interest in strategic defenses.
Indeed, it was not until the early 1980s that technological prog-
ress allowed us to accord again a high priority to strategic
defenses. In 1983, President Reagan announced the Strategic
Defense Initiative (SDI) to determine the feasibility of deploying
an effective defense against nuclear ballistic missiles for the
United States and its allies. On the basis of technical progress
in this vital research effort, the United States could have the
option to begin deploying the first phase of a strategic defense
in the 1990s.

Critics of a deployed strategic defense often cite a concept
called mutual assured destruction (MAD) to support their opposi-—
tion. This concept describes a condition in which either super-
power, after suffering an all-out first strike, would retain the
nuclear capability to destroy its opponent as a functioning
society. According to advocates of MAD, this mutual suicide pact
somehow constitutes the bedrock of strategic stability. Because
each side can destroy the other, it is argued, war is therefore
unthinkable. Some even claim that our deterrent strategy in the
1960s and 1970s was based on MAD. This is simply untrue, as is
borne out by the discussion on pages 50-55.
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Chnlc . . ,

A Comparison of U.S. Strategic Defense Procurement Expenditures
with the Estimated Dollar Cost of Soviet Strategic Defense
Procurement Expenditures ,

Interestingly, the Soviets have never incorporated MAD into
their strategy, doctrine, plans, or programs. For over a gene—
ration they have been expanding and modernizing not only their
offensive nuclear forces, but investing vast sums in strategic
defenses and other passive defensive measures as well (see Charts
I.C.]1 and 1.C.2). The result is an extensive, multifaceted, ope—
rational strategic air and missile defense network, as well as an
active research and development (R&D) program in both traditional
and advanced antiballistic missile (ABM) defenses.

If left unanswered, Soviet offensive and defensive force
developments will undermine our ability to deter a Soviet attack.
Furthermore, if Moscow obtains a monopoly on advanced defenses
against ballistic missiles, the Kremlin might come to believe that
it could launch a nuclear attack against the United States or our
allies without fear of effective retaliation. At the very least,
they might see a realistic chance of successful nuclear blackmail.

Some critics have condemned our SDI program as jettisoning
certain deterrence in favor of ineffective defense. Yet even the
Soviets understand that it is incorrect to pose this critical
issue as a choice between defense and deterrence. In their pro-
fessional military writings, the Soviets reject the distinction
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between deterrence on the one hand and military capabilities —
offensive and defensive —— on the other. The Soviets are well
aware that even partially effective defenses can provide a sig-
nificant deterrent to aggression. The SDI program signals not the
abandonment of deterrence, but a desire to fortify it in a way
that would actually reduce the risks of war.

Chart IC2
Estimated Dollar Cost of Soviet Strategic Air Defenses Compared to
U.S. Bomber Program Costs

In short, the deterrent value of strategic defenses derives
from the effect these defenses would have on Soviet calculations
of the costs and benefits of launching an attack. This type of
defense would enable us to influence the Soviet decisionmaker's
calculus by diminishing his confidence in the ability of his
forces to execute an effective attack, rather than by increasing
the severlty of our retaliation. A strategic defense need not be
"leak-proof” to achieve this objective. Furthermore, such a
defense would offer the United States and its allies some protec-
tion should deterrence fail, or in the event of an accidental
attack.

What is not well appreciated is that a deployed strategic
defense would become even more important in a world of balanced
reductions in offensive systems which we are attempting to
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achieve. It was our resolve to pursue strategic defenses along
with our strategic modernization program and LRINF deployment that
brought the Soviet Union back to the bargaining table. Once bal-
anced reductions begin, strategic defenses would help to ensure
stability during the transition period as we are reducing further
our nuclear missiles. Finally, given the Soviet Union's record of
treaty violations, deployed strategic defenses could help ensure
that once we have negotiated very deep reductions and, possibly in
the longer term, the elimination of ballistic missiles, we would
not be threatened by their clandestine return.

Regrettably, opponents of strategic defense fail to recognize
the role missile defenses can play in securing major reductions in
U.S. and Soviet missile forces, and the difficulty of safeguarding
such reductions in the absence of strategic defenses.

Abandoning SDI (or accepting severe limitations on research,
development, and testing, which would amount to the same thing)
would sabotage our offensive arms negotiations. Since 1977, when
the Carter Administration put forward the first proposal for major
reductions in U.S. and Soviet offensive nuclear weapons, the
Soviets have opposed such reductions. Why? In large part because
they want both their offensive missiles and a monoPoly in stra-
tegic defenses. If our SDI is ever given up as a "bargaining
chip" with the Soviet Union, the prospect of negotiated reductions
and our insurance policy against Soviet cheating on arms control
agreements will evaporate.

In sum, our SDI has the potential to move us toward a safer
world; one with reduced levels of arms, and with deterrence based
on defense rather than the threat of retaliation. We will con-
tinue our efforts to convince the Soviets to join us in working
out a stable transition toward this sane and achievable goal.

b. Maintaining A Strong Nuclear Deterrent

Despite the prospects for an effective strategic defense
system, and the possibility of deep reductions in offensive stra-
tegic nuclear forces, the need to keep our nuclear deterrent and
our conventional forces strong and ready remains as clear today as
it has for well over a generation. Our recent experience in
negotiating an Intermediate-Range Nuclear Forces INF) agreement
demonstrates that a strong commitment to maintaining and modern-
izing effective nuclear and conventional forces provides an essen-
tial incentive for the Soviets to negotiate seriously toward true
arms reduction agreements.
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NATO's commitment toward modernizing its theater nuclear
forces, while at the same time pursuing arms reduction talks with
the Soviet Union, was essential to our achieving an INF agreement.
That unshakable commitment led to the failure of repeated Soviet
efforts to block progress in negotiations and split the NATO
Alliance. Only when it became clear to Moscow that all of its
efforts to derail NATO's modernization plans had failed did the
Soviet Union return to the negotiations it had abandoned, and
engage in serious dialogue leading to an agreement. It is, thus,
with the deepest irony that I regard the claims made by opponents
of NATO's INF deployments that they are responsible for the INF
accord: if their position had prevailed NATO would be without
Pershing IIs or ground-launched cruise missiles (GLCMs), and there
would still be over 1,400 deployed Soviet SS-20 and SS—-4 warheads.

Just as our commitment to implement the 1979 NATO Dual-Track
decision was crucial in achieving an INF arms control agreement,
so too is our commitment to the continued modernization of our
strategic nuclear forces vital to any chances for success at the
Strategic Arms Reductions Talks (START). Implementing the Presi-
dent's Strategic Modernization Program will improve the effective-
ness, flexibility, and survivability of our strategic nuclear
forces. This program has been accompanied by our START proposals
to bring about significant reductions in both sides' nuclear
arsenals. As with the INF negotiations, the Soviets were slow to
recognize our commitment to the modernization of our nuclear
forces, and they refused to engage in serious negotiations. As
the deployment of new U.S. strategic systems has proceeded,
however, the Soviet's interest in strategic arms control has
increased. The prospect of confronting modernized and more effec-
tive U.S. strategic nuclear forces has spurred the Soviet Union to
negotiate more seriously. Thus, continued support for the Presi-
dent's program is essential, lest the Soviet Union lose its incen-
tive to make concessions at the negotiating table.

More importantly, modernizing our strategic forces enhances
our strategy of deterrence. Indeed, should we reach an agreement
on deep reductions in strategic forces, we will possess a sound
deterrent only if those forces we retain under an agreement are
thoroughly modernized. In rebuilding our nuclear deterrent, we
recognize the evidence of Moscow's efforts to prepare for nuclear
war, reflecting a Soviet belief that such a war may, under certain
conditions, be fought and won. Over the past two decades, the
Soviet Union has engaged in a continuous buildup of nuclear forces
(see Charts I.C.3 and I.C.4), that is all the more ominous when it
is coupled with their:

o Increases in air defenses;
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Modernization of the Moscow ABM system with the deploy-
ment of what amounts to a new system;

Continued expansion of a nationwide network of over 1,500
buried command bunkers for the Party and military
leadership;

Ability to reload many of their ICBM missile silos after
launch of the first ICBM;

Reloading exercises and procurement of spares ICBMs to
support them;

Numerous combat exercises involving Soviet nuclear
forces; and

Military writings reflecting a belief that the U.S.S.R.
could prevail in a nuclear war, despite hints in recent
Soviet political speeches that this perspective may be
changing.

Chart1C3

A Comparison of U.S. Strategic Force Procurement with the
Estimated Dollar Cost of Soviet Strategic Force Procurement




Chart1.C.4
Major Strategic System Deployments
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We may not agree with the assumptions upon which the Soviet
strategy is founded, but we must design a deterrent strategy that
takes these factors into account if we are to remove any tempta-
tion for the Soviets to believe they could fight and win a nuclear
war. Failing to respond vigorously to this threat simply because
we do not believe in its concepts is to misapply the entire notion
of deterrence. Our forces, and the doctrine that underpins plan-
ning for their employment, are designed to maximize the uncertain-—
ties that a Soviet attack planner would face, and to confront the
Soviet leadership with an unfavorable outcome in any contingency
in which they may contemplate the use of nuclear weapons against
the United States or its allies. It is not our intention to fight
a nuclear war of any description: "limited" or "protracted."
Nevertheles§ our forces, and their command, control, and commun-
ications (C 5 links, must be capable of countering Soviet aggres—
sion effectively and, should deterrence fail, of terminating a
conflict rapidly at the lowest possible level of escalation.




We deter nuclear attack partially through our nonstrategic
nuclear forces, but primarily through our strategic nuclear Triad
of intercontinental ballistic missiles (ICBMs), submarine-launched
ballistic missiles (SLBMs), and strategic bombers. The combined
effect of these three reinforcing components complicates Soviet
attack planning and its efforts to prevent U.S. retaliation. To
deter all types of nuclear attack, our Triad as a whole must pos-
sess various characteristics and capabilities —— including surviv-
ability, prompt response, endurance, mission flexibility, and
sufficient accuracy and warhead yield —— to hold at risk those
assets the Soviet leadership values most. No single weapons sys-—
tem incorporates all of these capabilities. Our deployed sub-
marines are practically invulnerable, but SLBMs currently are less
accurate than our ICBMs. Our ICBMs have higher alert rates and
provide a more prompt response, but their fixed basing increases
their vulnerability. Our bombers are accurate and recallable, but
their response is slower than that of ballistic missiles. 1In
their entirety, the synergistic capabilities provided by the three
types of weapons systems incorporate all of the elements necessary
to deter any type of nuclear attack.

Furthermore, the Triad constitutes an important hedge against
the possibility that a single Soviet technology breakthrough (in
antisubmarine warfare, for example) could threaten our overall
deterrent capability. By maintaining an effective triad, we com-—
pel the Soviet Union to disperse its resources against three com-—
ponents, as opposed to concentrating them on defeating only one or
two U.S. strategic systems.

The effectiveness of our strategic Triad of deterrent forces
is being enhanced further by deployments of B-1B bombers and
Peacekeeper missiles. Deployment of the full force of B-1Bs and
the first 50 Peacekeepers is planned for completion during this
fiscal year. In addition, the Trident II (D-5) SLBM, whose sur-
vivable hard-target kill capability is so vital to flexible
response, is well on the path to its initial deployment in
December 1989. This past year also saw further successful devel-
opment work on the Advanced Cruise Missile and Advanced Technology
Bomber; both programs will add substantially to our deterrent
capabilities.

In light of the INF Treaty and the resulting reductions in
the size of our nuclear forces in Europe, it will be particularly
lmportant for our remaining forces to be as survivable, respon-
sive, and effective as possible. Thus, improving our theater
nuclear forces to maintain the credibility of our reduced nuclear
weapons systems in Europe will become increasingly important.
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In addition to making hardware improvements, we have devoted
a great deal of thought and effort to developing more selective,
discriminating, and controlled responses to the wide and varied
nature of potential Soviet acts of aggression. This flexibility
—— which follows directly from the requirements of flexible
response as initially set forth in the early 1960s —— increases
our ability to deter both nuclear and nonnuclear attacks against
us or our allies. In doing so, the United States recognizes that
a Warsaw Pact decision to attack NATO would come from Moscow, and
accordingly, the United States has the capability to respond
selectively against the source of aggression while avoiding
striking non-belligerent states.

4. Deterrence and Conventional Defense
a. Deterring Nonnuclear Aggression

To deter nonnuclear aggression we rely on a combination of
nuclear and nonnuclear U.S. and allied forces, which together can
respond to an attack by denying an enemy his objective through
effective defense, by escalating the conflict to a higher inten-
sity or more favorable location, or by retaliating to make our
enemy's costs exceed his potential gains. Thus, this combination
of forces deters by making the outcome of aggression uncertain,
and by posing probable costs that will exceed the anticipated
gains in the minds of any potential aggressors.

Effective defense using conventional forces has several
important advantages over nuclear retaliation. First, it is more
credible to potential aggressors contemplating nonnuclear aggres-
sion. Second, it is particularly attractive 1in blocking attempts
at intimidation by a hostile nation. In Western Europe, for
example, a stronger conventional defense posture would provide
citizens and their governments increased confidence to resist
Soviet threats and attempts at coercion.

Indeed, the importance of conventional forces as an integral
part of our deterrent has been increasing over the years for a
number of reasons. First, the Soviet Union's long-term buildup of
its strategic offensive and defensive forces that began in the
1960s effectively ended the U.S. nuclear superiority that existed
in the two decades following the end of World War II. As the
Soviet capability to inflict massive damage on the United States'
homeland has grown, our early resort to nuclear weapons in a
conflict has become less desirable. While the United States and
its allies reserve this option, the Alliance cannot rely on it too
heavily. Indeed, we all recognize the importance of raising the
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nuclear threshold by strengthening our conventional forces, there-
by improving our ability to respond to nonnuclear aggression.

Second, the Soviet Union's continuing emphasis on building up
its conventional forces, especially in Europe, and refining its
doctrine for a theater strategic offensive, highlight the emphasis
Moscow places on conventional forces. As noted in Chapter I.B., a
serious imbalance exists between the Warsaw Pact and NATO in
tanks, artillery, and manpower. Improvements in the quality of
Soviet equipment and increases in the Pact's prepositioned war
stocks are equally disturbing. The improvements in Soviet power-
projection capabilities also suggest the importance of monitoring
and repairing, as necessary, the conventional balance in areas
vital to U.S. interests.

Third, the elimination of ground-launched ballistic and
cruise missiles with ranges between 500 and 5,500 kilometers under
the INF Treaty, combined with the potential for deep reductions in
strategic nuclear systems, underline the importance of our conven-
tional forces' contribution to deterring Soviet aggression, espec-
ially in Europe. Conventional force improvements will help to
ensure that negotiated reductions in nuclear arsenals enhance the
Alliance's overall deterrent posture and its ability to execute
NATO's flexible response strategy.

Fourth, the possibility of new and possibly more productive
conventional forces arms control negotiations highlights further
the need for our continued attention to conventional force modern-
ization. As we learned in the INF negotiations, the Soviet Union
is far more likely to negotiate in the face of a determined
modernization effort than it is if it possesses a position of
undisputed strength.

Finally, as we have witnessed on many occasions in the past,
our conventional forces are the ones most likely to be actively
and visibly protecting our interests on a day-to-day basis. From
our forces in the Persian Gulf to our forward-deployed forces 1in
the Republic of Korea and NATO, U.S. general purpose forces, under
the umbrella of a secure nuclear deterrent, are essential to the
deterrence of war on the middle and high end of the conflict

spectrum.

Our ability to deter and, if need be, repulse nonnuclear
aggression also requires that we maintain a chemical warfare
deterrent. Today the Soviet Union maintains the world's most
formidable capability to conduct chemical warfare, both offen-
sively and defensively.
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Our efforts to acquire a chemical deterrent — that is, a
strong chemical defensive posture and a credible retaliatory
capability based on binary weapons —— has achieved some success.
We are fielding improved defensive equipment and procuring our
first new chemical munitions since 1969. Mindful of the prolifer-
ation of existing chemical agents among Third World states, how-
ever, as well as the threat posed by new agents, we must maintain
both the defensive and retaliatory aspects of our carefully
thought out chemical deterrent effort.

In August 1987, we submitted to the Congress a preliminary
assessment of long-range standoff chemical weapons systems. The
report responded to congressional concerns that we look for effec-
tive ways to enhance our chemical deterrent, and its findings will
guide our future efforts in this area. Similarly, we must pursue
defensive improvements to keep pace with the rapidly changing
nature of the chemical threat and the impact of new technologies.

We are also encouraged that our chemical modernization effort
has had an apparently favorable impact on arms control negotia-
tions with the Soviet Union. We must continue these efforts as we
engage in the next round of multilateral discussions at the Con-
ference on Disarmament in Geneva, and in bilateral discussions
with the Soviets.

b. Should Deterrence Fail

As George Washington noted, "To be prepared for war is one of
the most effectual means of preserving peace." Our purpose is to
prepare for war so well that we successfully deter aggression.
Should deterrence fail, however, our strategy calls for securing
all U.S. and allied interests, denying the aggressor his war aims,
and causing or convincing him to stop his aggression.

In responding to a nonnuclear attack, the United States would
act to defeat the attack and to convince the attacker that his
continued aggression would entail grave risks to his own inter-
ests. Our strategy seeks to terminate any conflict at the ear-
liest practical time and to restore peace on terms favorable to
the United States, its allies, and friends. While our goal is to
limit the scope of any conflict, U.S. strategy provides for the
flexible and sufficient application of force to ensure that no
area of vital interest is lost by default.

_ We have also maintained the option of geographic, or
horizontal, escalation as an element of U.S. strategy. This
option would see U.S. forces conducting military operations in
other regions where a combination of our advantages and Soviet
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vulnerabilities may enable us to restore peace on favorable terms
to us. While in any conflict we would always weigh the option of
geographic escalation carefully, we also would not want Moscow to
believe that our response to any contemplated aggression would be
confined to the Kremlin's chosen point of attack.

Although our conventional forces are structured primarily to
counter the Soviet threat, they must also be prepared to deter
and, if need be, actively combat aggression at the lower end of
the conflict spectrum. Indeed, it is in the low-intensity con-
flict environment that our general purpose forces have found
themselves most actively engaged over the past thirty-five years.
The following discussion outlines the threat we face from these
forms of ambiguous aggression, and what our strategy is for
countering 1t.

5. Low-Intensity Conflict

Low—intensity conflict (LIC) poses a major threat to our
security and our interests around the world. LIC involves
indirect, or ambiguous, aggression such as terrorism, subversion,
and insurgency. These forms of conflict are employed by our
enemies to undermine this country's political, economic, and moral
vitality. By engaging in the protracted warfare common to LIC,
our enemies hope to assault our resolve and ultimately to isolate
us from our friends and allies. In the case of the Soviet Union,
its resort to these forms of aggression, which seek to exploit
instability, particularly in the Third World, are an attempt to
circumvent our conventional and nuclear strength. Indeed, the
very success of our nuclear and conventional deterrents actually
encourage the Soviet's use of LIC's indirect approach.

Our enemies' strategy can be seen clearly in the case of
Grenada. Here a small coterie of communists seized power and
began imposing a totalitarian form of government with the advice
and support of the Soviets and the Cubans. Their ultimate purpose
was to convert Grenada into yet another outpost for regional sub-—
version. Our liberation of that island and the capture of plans,
documents, and considerable storehouses of arms afforded us a rare
opportunity to see behind the facade of subterfuge that charac-
terizes the Soviet's attempt to establish communist dictatorships,
while hiding behind well-chosen phrases pleading democratic
principles.

One type of low—intensity conflict -— terrorism —— has taken
on a new character. What once was largely the activity of small,
frustrated extremist groups within countries has become a virtual
multinational enterprise, and state-sponsored terrorism has_
emerged as a new weapon 1n the arsenal of ambiguous aggression.
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This is not to suggest a vast, single-minded conspiracy manipu-
lated by one source. Instead, what is emerging is an underground,
or parallel, international system in which various states are
engaged in creating, supporting, training, arming, or providing
diplomatic cover for terrorist organizations. The terrorist
attack on Marines at the Beirut Airport; the slaughter of inno-
cents on planes, ships, or in cabarets; or the intimidation of
diplomats exercising non-violent means of reconciling differences
have become standard practice for the enemies of the Western
democracies.

Years of stability and prosperity in this country, Europe,
and Japan led to an atmosphere of complacence, and a growing
unwillingness to accept risk in the name of responsibility, or to
defend interests with force if called upon. Ironically, this
sentiment emerged from the years of peace our strong defense has
made possible. It now appears, however, as if that very strength
and the security it has afforded us have led many to assume that
peace and security are matters of fact, and not the result of our
strenuous effort and enduring vigilance. This complacency
threatens to turn our strength into a weakness, one our enemies
are now exploiting.

LIC uses the instruments of peace, the pretense of accom-
modation, our commitment to moral principle, and the very language
of freedom and democracy as weapons to undermine our resolve. In
this struggle, the war of words and ideas has become every bit as
important as the force of arms.

The challenge of LIC, then, is a formidable one. In meeting
it, we must address not only the problems posed by our enemies but
also the many problems plaguing the developing world. The United
States must work with others to alleviate the social, political,
and economic conditions that deprive so many of the world's
peoples of basic rights or the means of living. Obviously, we are
called upon to do this as Americans, and as human beings, but we
also are summoned to this task because the Soviets and their
proxies have proven so adept at exploiting instability for their
aggressive purposes. The communists and others seek to exploit
poverty and injustice by imposing a system of government whose
cruelty is documented by history. We must take measures to pro-
tect our friends and allies, and work to free those who have lost
their liberty and dignity under totalitarian systems.

This is not an enterprise, however, that promises instant
success, nor is it a burden we can bear alone. We must work with
others to achieve a common aim. The essence of our policy of
assisting those who share our ideals must be one of patience and
of helping others help themselves. For these reasons we have
placed great emphasis on long-term economic and political
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development. This philosophy also underlies our security
assistance effort and our humanitarian and civic assistance
projects.

Since the advent of this Administration, we have seen the
spread of democratic principles and the growth of freer, more open
societies. Just eight years ago, for example, only two democratic
governments —— Venezuela and Colombia —— existed in South America.
Today, only two military regimes —— Chile and Paraguay —- survive
among this continent's 11 republics. The face of the map in Cen-
tral America now includes the democracies of Guatemala, Honduras,
and El1 Salvador, as well as Costa Rica. In the Philippines, Mrs.
Aquino leads the democratic reinvigoration of one of our staunch-
est allies. We know, however, that democratic societies are, in
their early stages of development, more vulnerable to subversion
or overthrow. Emerging democratic governments must be provided
with more than moral encouragement; they must receive the material
support designed to promote and protect their development. Nor
can we afford to cease working with others whose more authoritar-
ian forms of government are offensive to our principles in the
belief that our neglect will improve their future. The defense of
our ideals and interests demands our involvement to counter the
ambiguous aggression of our adversaries.

Our range of activities at the lower end of the conflict
spectrum includes support to nations facing insurgent threats and
to groups resisting communist aggression; peacekeeping operations
(such as in the Sinai); peacetime contingency operations (such as
against Libya or current operations in the Persian Gulf); and
counterterrorism efforts.

a. Insurgency and Counterinsurgency

The period following World War II was a time of rapid change
involving the collapse of European overseas empires, the liber—
ation of countless peoples from colonial rule, and the emergence
of many new states. In many cases the experience of independence
and self-government did not produce a stable political order.
Economic and social problems further complicated the difficult
task of nation-building. If these problems were not enough, a
number of groups, many inspired by communist doctrine, sought to
exploit these problems to seize power through insurgency warfare,
which combines Leninist subversive political organization tech-
niques with guerrilla tactics.

The insurgent's goal is the development of a long-term
political-military program, using protracted warfare to subvert
and overpower governments 1n order to establish a totalitarian
dictatorship. Cambodia, Nicaragua, Cuba, and Vietnam clearly
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illustrate the fate of societies that succumb to communist
insurgents. Now El Salvador and the Philippines face similar
threats.

It also has become clear that the Soviets, the Cubans, and
others are only too willing to assist communist 1nsurgents, and
are investing considerable resources to promote and sustain them.
There are training centers and field advisers to assist in deve-
loping clandestine organizations and guerrilla units, subversive
groups, and terrorist organizations. There is a sophisticated
1nternat10na1 propaganda program to legitimize these movements
and, as in the case of El Salvador, political pressure that is
brought to bear on dlsparate 1nsurgent groups to unify their
efforts. Once the insurgents are in power, however, the Soviets
and their clients step in to consolidate control. In Nicaragua,
for example, the Soviets supply major equipment; the Cubans pro-
vide secur1ty advisors, teachers, and doctors; the East Germans
render advice on internal security forces; and so on. The pat-
tern, revealed by the Grenada documents, can be discerned in South
Yemen and Afghanistan as well as in Nicaragua.

In responding to these threats, our role is not to shoulder
the burden ourselves, but to assist others in defending them-
selves. To accomplish this, we must train host nation forces in
the technical skills needed to accomplish their mission, and we
must work with the leadership of these countries to help them
along the road to competent, just civilian government. Further-
more, we must not forget the importance of security. We must be
prepared to provide the training, advice, technical support,
intelligence, and other assistance necessary to ensure that host
nations’ military forces are well-trained, professional, and able
to support the broad political-military programs essential to
defeating insurgent movements. These local security forces will
provide the shield behind which educators, doctors, and civil
servants can carry out essential reforms. We must also recognize
that securlty assistance is our most potent instrument. Security
assistance is not to be viewed as the indiscriminate sale and
transfer of arms to others but, rather, as assisting our friends
or allies in providing the internal security essential to the
growth of democratic institutions.

Our support is not only valuable to those nations that we
believe are essential to preserving the common defense, but it
also applies to various groups struggling against communist
domination. Our support in the struggle for freedom and the
safeguarding of democracy must also extend to those, such as the
Nicaraguan resistance and the Afghan Mu_]ahldeen2 who have seen
their countries subverted or conquered by totalitarianism.
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b. Peacetime Contingency Operations

As Grenada clearly demonstrated, the Soviets and their
clients are willing to use subversion to expand their influence.
Other states, Iran and Libya for example, also employ indirect or
direct aggression and sponsor terrorist attacks on U.S. citizens
to gain their ends. We must be able to counter such threats when
they arise and deter ambiguous aggression in the future. This
requires a range of capabilities, from special operations to gen-—
eral purpose forces, equipped and trained to respond immediately
and decisively when called upon.

Our response to Libyan terrorism underscores our willingness
to respond with force when reason has failed. The decline of
Qaddafi's overt use of terrorism is testimony to what effective
action taken in a timely way can achieve. Our current efforts in
the Persian Gulf demonstrate further our resolve to defend our
interests and to provide support to our friends and allies. We,
along with our allies and friends, are determined to protect our
interests and the rights of Freedom of Navigation in this critical
region.

¢. Peacekeeping Operations

Our military strength and our policy of deterrence have
helped to prevent a major international war. Yet many areas of
the world remain torn by unresolved tensions that can lead to the
disruption of peace and the onset of conflict. As part of our
commitment to international peace, the United States has employed
its forces in peacekeeping efforts designed to separate belliger-
ents and give them the time and the opportunity they need to
resolve their differences amicably. Today, for example, U.S.
forces are deployed in the Sinai as visible symbols of our effort
to promote peace in the Middle East.

d. Counterterrorism

The growth of international terrorist organizations and the
use of terrorism by a number of states as part of their foreign
policy has changed the complexion of international relations. In
countering terrorism, we must: develop and sustain our intelli-
gence capabilities to penetrate and expose terrorist plots; work
to bring terrorists to justice and to persuade their supporters to
cease their support; preempt their attacks; and maintain the
ability to defend successfully against those terrorist attacks
that do occur. We already have undertaken significant steps to
achieve these goals by developing special operations forces to
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respond to specific situations, and by enhancing the training and
capabilities of our general purpose forces to counter the
terrorist threat.

Significant progress has also been made in securing the
cooperation of friendly nations, where the timely exchange of
information has made possible the pre-emption of some terrorist
attacks and the apprehension of several key terrorist figures.
While we may never eliminate terrorism entirely, we are working to
create an environment that makes it far more difficult for
terrorists to achieve success.

e. Conclusion

The threat from low-intensity conflict lies in its insidious
nature, and in its ability to misdirect attention from its ulti-
mate consequences. We must remember that our enemies' purpose is
to pursue ambiguous aggression to disarm our resolve and under-
mine our sense of purpose. LIC is one of the most serious chal-
lenges to our security that we face today, and our survival and
well-being could depend on how we comprehend the threat and
respond to it.

6. Supporting Defense Policies
a. Collective Security

For free peoples, cooperation is essential to the preser-
vation of our security and our values. Our system of alliances
for collective security enables us to share our common security
burdens and achieve a division of labor capitalizing on the rela-
tive strengths of each state. Our alliances with the nations of
Europe, East Asia, and our own hemisphere, together with other
important security relationships in those regions and in the
Middle East and Southwest Asia, are critical strands in U.S.
strategy.

Collective security requires that our forces, and those of
our allies, be able to fight together effectively in combined
operations. It also requires a coherent program of security
assistance and a sharing of key technologies, so that each alli-
ance partner can increase its capabilities for the military role
it accepts for itself. For a complete discussion of how collec-
tive security preserves the common defense, see Chapter I.D.
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b. Balance of Forces

To protect our mutual interests, the United States and its
allies must maintain military capabilities sufficient to make our
defense strategy credible and effective. This does not mean that
we and our allies must match our adversaries in every category of
weapon system, e.g., number of tanks, aircraft, ships, etc. The
calculus of deterrence and defense comprises many more variables
than mere quantitative aggregates of weapons systems. At least as
important are the performance characteristics of the weapons, the
quality and morale of people operating them, and the operational
methods and tactics used. Moreover, geography and the unique
features of a specific security mission decisively affect the
military forces needed. Finally, the cohesion of our alliances —-
into which our partners have joined freely, in contrast to the
alliances of the Soviet Union —— also relieves us from having to
match the Soviet threat weapon for weapon. All these variables,
plus others, are weighed against the threats to our security in
determining our military requirements for protecting U.S.
interests and meeting our commitments.

In 1981, the largest problem we faced stemmed from a 20-year
Soviet arms buildup, which was accompanied in the 1970s by a 20
percent real reduction in our defense effort. The global military
balance —— in Soviet terms, the “correlation of forces" —- was
shifting in favor of the Soviets in their view as well as ours.
Through an investment nearly 50 percent larger than our own, the
Soviets were buying advantages in virtually every area of compari-
son —— e.g., in nuclear forces, in the NATO—Warsa{ Pact balance,
and in Southwest Asia.

With the dramatic strengthening of our military forces since
1981, we have made substantial progress toward ensuring a balance
of forces sufficient to keep our strategy credible and effective.
Regrettably, mandated reductions in our defense effort based on
domestic necessities, rather than on an assessment of the threats
to our interests, may well see the United States operating on the
margins of deterrence. If we falter while the Soviet buildup con-—
tinues unabated, we will pay a price in the form of increased
risks to our national security.

¢. Superior Technology and Quality

We and our allies continue to depend heavily on our superior
military technology to offset the numerically larger forces
threatening our security interests. Modern technology makes our
systems more effective and more survivable. Additionally, a
strong technological edge can protect us against scientific
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breakthroughs by our adversaries, which could seriously erode our
forces' deterrent and defensive capabilities. We must remember,
however, that mere laboratory advances do not deter aggression.
New technologies must be developed and fielded. If we are slow in
deploying advanced systems, our technological edge on the battle-
field will quickly erode.

To ensure that America's technological advantage over the
Soviet Union is preserved in the decades ahead, the Reagan Admini-
stration is dedicated to promoting a strong nat10na1 educational,
sc1ent1f1c, and industrial base, while guarding against the
1nappropr1ate transfer of technology to the Soviet bloc. Although
the West's technological lead remains sufficient to maintain a
stable military balance for the present, the technological balance
would shift markedly toward the Soviets if the flow of critical
Western defense technology to the Soviet bloc is not arrested.

d. Forward-Deployed Forces

The United States cannot deter aggression against its world-
wide interests with U.S.-based forces only. We need modernized,
forward-deployed forces that increase our ability to respond
effectively and quickly in the event of a conflict, and to bring
it to a favorable end. Forces positioned in this manner also
reassure our allies of our commitment to our common security,
while facilitating in peacetime the integration of U.S. and allied
forces in wartime.

e. Flexibility

Because we know we can never be certain about the location,
time, and nature of future aggression against our interests, and
because our defense resources are not unlimited, our forces must
be flexible enough to respond to a variety of cont1ngenc1es.
Thus, we field forces that are adaptable to a broad spectrum of
conflict environments and missions. We also accord high priority
to strategic mobility —— our ability to deploy and sustain our
forces over great distances.

7. Matching U.S. Interests, Strategy, and
Capabilities

A key basis for evaluating our defense strategy is to con-
sider how approprlate and well-matched are U.S. 1nterests,
strategy, and capabilities. 1In an ideal world, our interests,
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strategy and capabilities would be exactly matched. U.S. and
allied military capabilities would be sufficient to give us vir-
tual assurance that, through our defense strategy, we could safe-
guard our shared interests against any reasonable threats. Such a
state, in essence, would eliminate from our security concerns the
element of risk —— risk being the difference between what we need
and what we have to preserve the common defense. But the total
elimination of risk 1n security matters is not feasible. There-
fore, our goal is to keep that risk down to a level consistent
with our nation's wealth, values, and security interests.

. There are several options for reducing America's security
risks. Some of these options are wise; others are shortsighted
and dangerous.

a. Reducing Threats

The optimal, yet slowest—working and least certain option for
reducing U.S. security risks is to diminish the threats to our
interests. It is the least certain because its success depends on
factors outside our control. Still, a key component of U.S.
foreign policy and defense policy is trying to reduce the Soviet
threat through such means as:

® Convincing Moscow to restrain its military expenditures,
cease its aggression, and stop its exploitation of insta-
bilities around the world;

® Negotiating genuine, verifiable reductions in nuclear
arms and nonnuclear forces;

® Keeping our military-related technology out of Soviet
hands; and

® Pursuing what we term "competitive strategies," which are

programs that align enduring U.S. strengths against
enduring Soviet weaknesses, thereby rendering Soviet
military power less potent over time.

We also try to reduce other threats to our security inter—
ests, but these efforts, too, require time and patience. For
example, reducing or eliminating —— as opposed to countering —-
the Iranian threat to peace in the Persian Gulf region will likely
prove a long, arduous task.
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b. Scaling Back U.S. Interests

Another option for improving the matching of U.S. interests,
strategy, and capabilities is to scale back U.S. interests. This
option may sound especially tempting because it can be accomp-
lished with a simple U.S. declaration that we are no longer will-
ing to safeguard some security interest or ally. But I am con-—
vinced it is not a possible option if we want to keep our freedom.

To those who say we should scale back U.S. interests, I would
ask: Which mutual defense treaties should we repudiate? Which
allies or friends should we abandon? From which international
cause should we retreat? Which American interest should we give
up? For these questions, I know of no answers that would enable
America to continue along the road that U.S. presidents and Con-
gresses have followed since 1945. Shielding U.S. interests world-
wide provides security for our values and future prosperity. A
breach or weak spot in that shield could endanger the whole and
would call into question America's resolve as leader of the
world's democracies.

The interests this Administration seeks to protect are
essentially the same as those endorsed by previous administra-—
tions. Indeed, in the nature of things, America's interests and
goals rarely change; and in the last three decades, America's
alliances, treaties, and cooperative arrangements —— which exist
to safeguard our interests —— also have changed very little.

We must constantly review and revalidate our interests world-
wide, which is what we do now, both in the executive branch and in
the Congress. But there is no prudent way to scale back U.S.
interests while remaining true to America's values, maintaining
our alliance commitments, and safeguarding our future.

¢. Changing U.S. Defense Strategy

Those reluctant to increase America's military strength to
secure our interests sometimes charge that this Administration's
strategy is "to fight everywhere around the world at once." This
1s not our strategy, nor has it ever been.

Our strategy is to deter aggression against the United
States, its allies, and its interests so we will never have to
fight anywhere in the world. We and our allies seek to do this by
maintaining forces that are capable of responding quickly and
effectively to the most serious threats to our interests. We also
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want these forces to be flexible and strong enough to give us
credible responses to other threats as well. Should aggression
occur in several regions simultaneously, our military responses
would be governed by existing commitments, general strategic
priorities, the specific circumstances at hand, and the avail-
ability of forces.

Thus, our strategy recognizes that a variety of factors would
affect the nature and locations of our military actions; our stra-
tegy is not to try to fight "everywhere at once." The key point
is this: to deter aggression, we and our allies do not plan to
maintain all the forces required for a high-confidence, simul-
taneous defense against all threatened or potentially threatened
areas. But we do require forces sufficient enough to ensure that
our adversaries are not tempted by what they perceive is our
weakness.

This strategy for credible responses to aggression against
our interests is not new. It has been U.S. strategy since we
abandoned the doctrine of massive retaliation in the 1950s. It
has served us well, for example, by maintaining peace on the
Korean peninsula, despite the North's openly stated aggressive
intentions, even when U.S. forces were involved in contingencies
elsewhere. What is different is this Administration's conviction
that to deter convincingly, we must have the military strength
necessary for actually carrying out credible responses. Other-
wise, we have "hollow" forces, leaving us with a "hollow"
strategy.

The military forces we have advocated since 1981 to support
U.S. strategy are not radically larger than those envisioned by
our predecessors. The difference is that we and the Congress
recognized that these had to be highly capable, ready forces.

In sum, no change in U.S. strategy can reduce our defense
needs without incurring significant additional risks to our_
security. Our strategy is to deter aggression by our capacity to
respond to it. The only alternatives to a strategy of credible
response to aggression are early capitulatiom, early escalation,
or the abandonment of our allies and interests. Absent a with-
drawal to isolationism, there is no easy strategy "fix" that can
reduce the requirements of deploying forces where they are needed
and giving those forces the weapons and support essential to their
effectiveness. Any conceivable, effective strategy will always
require forces strong enough to respond to aggression.
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d. Strengthening America’s Military Capabilities

OQur nation, in summary, has only a limited, long-term poten—
tial for easing our defense burdens through reducing threats,
scaling back U.S. interests, and changing our defense strategy.
Moreover, we know we can never secure even this long-term poten—
tial unless we are strong enough to induce the Soviets and other
adversaries to enter into such threat reduction agreements with
us. Consequently, our primary option must be to ensure that we
have military capabilities strong enough to support our strategy
and keep our security risks at a prudent level.

Even without a precise answer to what level of risk we should
accept, it seems clear that we want to bolster our military capa-
bilities for defense missions and for areas of U.S. interest
according to the following guidelines:

We and our allies must have credible military responses,
the prospects of which convince our adversaries that
aggression would mean unacceptably high costs to them.

So even though we do not specify the nature of our
responses, our strategy is never to tempt our adversaries
to believe that they could pursue aggression at low cost.

We should, as a minimum, be capable of countering ongoing
improvements in Soviet military power. This capability
is especially important to us, since we continue to rely
on our technological superiority to help offset the
Soviet's numerical advantages. We must modernize rapidly
enough to ensure that we never are forced to send our
forces into battle without all of the advantages that our
nation can offer.

We should rectify vulnerabilities in our forces and cor-
rect clear inadequacies (e:g., ineffective counters to
key Soviet weapons, insufficient ammunition).

. Keeping America's security risks at a minimum is the ultimate
objective of our nation's defense budget. Although our current
budget request is below what many of us would prefer, it will —-
1f fully funded -- help us to preserve our gains of the past seven

years.
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8. Conclusion

In summary, America's defense strategy is a sound approach
for achieving our goal of preserving our interests, which them-
selves reflect central U.S. values. While we will continue our
efforts to reduce the threats facing us through peaceful means,
the most prudent course of action for preserving the common
defense at present is to maintain adequate military capabilities,
as prescribed in this report. At the same time, we should -- and
do -— monitor constantly our defense commitments around the world,
ensuring they are consistent with our interests in the face of
ever-changing circumstances. We also work continually to refine
our overall strategy to achieve the maximum deterrent and defense
capability for the forces our constrained resources permit us to
field. Our adversarles, however, are not cutting back on their
efforts and continue improving their military capabilities. Con-
sequently, even though our military posture may not regress to
1981 levels, under our current budget request we will be forced to
live with increased risks to our security.
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D. COLLECTIVE SECURITY
1. Introduction

United States national security objectives necessitate a
coalition strategy. We aim to deter aggression against, prevent
coercion of, and if necessary defeat any attack upon ourselves,
our allies, and our friends. Cooperation with our allies and
friends —— particularly in the resource constrained environment we
are faced with today —— is indispensible in achieving more spec—
ific U.S. security objectives, such as rebuffing Soviet expansion-
ismj combatting low—intensity conflict; ensuring free transit and
access to vital resources; sharing military technology among
friends and denying it to adversaries; expanding support for the
U.S. among other nations; and moderating the pace and direction of
political change abroad. The natural, voluntary cohesiveness of
our alliances, stemming from shared interests, i1s a major advan-
tage which the United States enjoys over the Soviet Unionj we can
only benefit from increased emphasis on it. This chapter dis-
cusses how we are improving our collective security and, by exten-—
sion, preserving the common defense. The first section, Regional
Security, concerns our efforts in cooperating with friendly
nations to preserve peace. In this way, our allies and friends
are helping us protect our freedoms and interests just as we are
helping them protect theirs. This mutual effort produces a
synergistic effect in which the deterrent value of our combined
strength exceeds the sum of its parts.

2. Regional Security
a. EuropelNorth Atlantic Treaty Organization

The North Atlantic Treaty Organization (NATO) was established
in 1949 as a defensive alliance of independent nations, dedicated
to preserving the freedom, common heritage, and well-being of its
people. The Alliance's purpose is to preserve peace by possessing
sufficient military strength and political cohesion to deter an
attack on any member of the Alliance. As a measure of its suc-
cess, 1988 marks the forty-third consecutive year of peace in
Europe —— the longest period of uninterrupted peace on the
Continent since the pre-Napoleonic era.
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(1) Interests, Challenges, and Risks

The defense of Europe is a vital interest of the United
States. With its large population and its advanced technological
and industrial base, Europe remains the most important area of the
world to the United States outside of North America. Our economic
systems are highly interdependent: nearly one-half of our foreign
investment is 1in Europe, and Europe is the source of nearly two-
thirds of the foreign investment in the United States.




The Soviet Union also is well aware of the immense strategic
and economic importance of Western Europe. As a result, it has
positioned both the majority and the most capable of its forces
opposite Western Europe. Furthermore, the main objective of
Soviet diplomatic and propaganda efforts is to drive wedges
between us and our European allies. Fortunately, these efforts
have been unsuccessful. In recent years, NATO has strengthened
both its military capability and political cohesion. For example,
despite a carefully orchestrated Soviet propaganda campaign, NATO
moved steadily ahead in deploying intermediate-range nuclear
forces (INF) while also pursulng negotiations with the U.S.S.R.
for their elimination. Only when faced with allied solidarity was
the Soviet Union willing to return to the INF negotiating table.
With the agreement to eliminate all U.S. and Soviet INF missiles,
Alliance cohesion will be essential as we seek to optimize our
remaining nuclear and conventional forces for deterrence and
defense in a post-INF era.

Despite the strength and vitality NATO has displayed when
confronting the growing Warsaw Pact military threat, the Alliance
is still challenged by both external and internal threats to its
cohesion. In the face of a sophisticated Soviet "peace offen-
sive," the Alliance must overcome the natural reluctance of its
constituent democracies to devote increased resources to defense
in times of peace.

(2) U.S. Military Capabilities

In keeping with its NATO commitment, the United States main-
tains sizeable forward-deployed and reinforcing conventional mili-
tary forces. These forces and those of our allies, together with
significant strategic and nonstrategic nuclear capabilities, are
the indispensable elements of a credible NATO deterrent.

Although our warfighting capability, and that of our allies,
has increased substantially over the past few years, the stead
growth and increasing sophistication of the Soviet threat requires
our sustained efforts to maintain an effective deterrent. Modern-
i1zing our force structure and improving its readiness and sustain-
ability remain crucial to our ability to deter aggression.

Unfortunately, our troop strength in Europe remains limited by
a congressionally imposed ceiling. No one is proposing indefinite
increases 1n our European troop strength; indeed, reductions in
Service end-strengths, reduced defense budget requests, and global
requirements for U.S. forces all constrain our troop deployments.
Nevertheless, within these constraints we need the flexibility to
adjust European troop strengths as the situation requires. By

73



restricting our efforts to make essential force improvements, the
ceiling also lowers Soviet incentives to negotiate conventional
force reductions. Most important, the ceiling connotes to friends
and adversaries alike that we have a political cap on our commit-—
ment to NATO that is not responsive to any change in the threat.
The European troop strength ceiling, in short, is counterproduc-
tive to U.S. security interests.

(3) Regional Cooperation
(a) Burdensharing

Our NATO allies do more for NATO's defense than is commonly
recognized. While our NATO allies account for less than 50 per-
cent of total Alliance economic wealth, they maintain over three-
and-one-half million personnel on active duty, compared to a
little over two million for the United States. In a war, our NATO
allies would provide roughly 60 percent of NATO's total ground
combat power gas measured by division equivalent firepower), and
over 50 percent of NATO's air combat power (as measured by numbers
of Air Force tactical aircraft). Furthermore, Great Britain and
West Germany make $20 billion in real estate available free of
charge for U.S. installations, and provide substantial territorial
forces and host nation support to augment U.S. capabilities.
Still, the United States does spend a larger proportion of its
gross domestic product on defense than almost all of its allies,
and certain NATO allies are doing less than their fair share by
almost any measure. We are joining our other allies in pressing
hard for all Alliance members to do more for defense. The credi-
bility of our leadership, however, especially in the light of the
urgent need to improve our conventional defenses, is highly
dependent upon congressional support for our own badly needed
defense improvements.

We also are seeking more balanced burdensharing in the Alli-
ance's effort to contribute more security assistance to Greece,
Turkey, and Portugal. Much remains to be done to address the
shortfalls, and we are encouraging our other NATO allies to
provide greater support for these three nations. I will address
all of these burdensharing issues in greater detail in my 1988
Report to the Congress on Allied Contributions to the Common

Defense.

(b) NATO Defense Program

Our NATO Defense Program, representing the U.S. contribution
to the common defense, is designed to strengthen the NATO strategy
of "Flexible Response.”" The INF Treaty preserves this strategy
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intact, and NATO's military posture will continue to deter
aggression. But sustaining this favorable condition depends upon
NATO's ability to act decisively to continue both nuclear and
conventional modernization. For our part, we must continue our
programs to implement the 1985 NATO plan for Conventional Defense
Improve-ments and the 1983 Montebello Decision on nuclear force
modernization.

Conventional Defense Improvements-- In May 1985, Allied Defense
Ministers approved a plan for conventional defense improvements
(CDI). This plan identified critical deficiencies in conventional
defenses and called for special efforts to overcome those defi-
ciencies.

As part of CDI, NATO approved a group of high-priority force
goals in 1986. Important progress already is being made 1n imple-
menting these goals. For example, the Alliance plans to correct
roughly half of all specific critical munition deficiencies within
the current five-year planning period. Also contributing to
NATO's CDI goals are its international armament cooperation
efforts, described elsewhere in this chapter. Furthermore, in
seeking ways to spend scarce resources more wisely, we have iden-
tified certain low—-cost measures —— like terrain enhancement —-
that promise a high payoff for strengthening deterrence and
defense.

Nuclear Planning -- For the last 20 years, NATO's Nuclear Planning
Group (NPG) has provided a forum for NATO defense ministers to
discuss Alliance nuclear policy and posture. The NPG helped for-
mulate NATO's December 1979 dual-track decision to deploy Pershing
II and ground-launched cruise missiles (GLCMs) in Europe and to
initiate U.S.-Soviet negotiations on INF. In its 1983 Montebello
Decision the NPG decided to reduce NATO's nuclear stockpile in
Europe by 1,400 warheads, while taking steps to make the remaining
warheads and their delivery systems more responsive, survivable,
and effective. These reductions, plus an earlier reduction of
1,000 warheads, have brought NATO's nuclear stockpile to its
lowest level in 20 years. The Soviets have not responded in kind
to our unilateral drawdown.

The NPG is analyzing the implications of the INF Treaty for
NATO's nuclear force posture. Its analysis has thus far concluded
that the necessary improvement measures stemming from the Monte-
bello Decision - i.e., modernization, correction of maldeploy-
ments, and improvements in survivability and command and control
of theater nuclear forces in Europe —- have become all the more
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important in order to sustain credible deterrence in the absence
of INF missiles. The NPG is also considering what other adjust-
ment measures may be necessary to restructure the remaining forces
in light of the INF Treaty.

(c) Host- Nation Support, Cooperative Logistics, and
Infrastructure

Under agreements with most of our allies, U.S. forces abroad
obtain considerable support from NATO host nations in peace and,
potentially, in the event of war. Peacetime arrangements include
providing and supporting U.S. bases, operating joint-use instal-
lations, furnishing or operating prepositioning facilities, and
allowing U.S. forces to use host nation training ranges. Wartime
host-nation support generally covers a broader range of activities
including biological-chemical decontamination, air base defense,
transportation, and supply.

The United States participates in many cooperative logistics
programs through the NATO Maintenance and Supply Agency. These
include support for weapon systems, such as the Patriot, and a new
program for the consolidated procurement of common NATO munitions.
We also are working with the allies to establish reserve stocks of
critical ammunition items for NATO's Southern Region.

NATO's Common Funded Infrastructure Program contributes
greatly to the effectiveness of U.S. and NATO forces. Infrastruc-
ture support includes: essential operating facilities and protec-—
tive shelters for U.S. reinforcing aircraft; facilities for stor-
ing fuel, ammunition, and theater reserve stocks; and a wide range
of communications and electronics equipment for disseminating
intelligence information, increasing warning time, and reducing
reaction time in the event of an enemy attack. The program also
provides training facilities and equipment for use by NATO forces
during peacetime. Our allies contribute over 73 percent of total
infrastructure program funding which, during the period 1985
through 1990, will amount to over $11 billion at current exchange
rates. Much of this contribution is for projects benefiting U.S.
forces. Congressional limitations on our participation in this
program, and proposals that threaten to reduce our participation
unless our allies meet certain conditions, could result in the
loss or delay of projects supporting our forces. The net effect
would be reduced burdensharing and increased costs for the United

States.
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b. The Western Hemisphere

Chart 1D 2
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(1) Interests, Challenges, and Risks

In the post-World War II period the United States has not had
to deploy major military resources abroad in the Western Hemi-
sphere. We have instead concentrated our efforts in this region
on developing stable societies with democratic institutions, the
best long—term guarantee of peace and stability.

The United States has maintained an active security assistance
program in Central America and the Caribbean rim designed to
improve the defensive capabilities of the participating nations.
The principal U.S. contribution to hemispheric security, however,
has been through a combination of political and diplomatic initia-
tives designed to foster economic development, support dialogue
and negotiations, and promote democracy and freedom throughout the
region.

We have made much progress, but our gains are now threatened
by Soviet encroachments into the Western Hemisphere aimed at
exploiting hemispheric instability fueled by economic stagnation
and an international debt crisis of staggering proportions.

Having secured a stronghold in Cuba in the early 1960s, Soviet
expansionism added another communist beachhead in Nicaragua in
1979, then was thwarted in Grenada in 1983. In Nicaragua, the
Sandinista government, backed by massive Soviet-bloc and Cuban
economic and military assistance, is seriously threatening both
regional stability and U.S. national security interests. Eastern-—
bloc equipment and large numbers of Soviet and Cuban advisors have
already made the Sandinista armed forces the largest and most
powerful in Central America. Indeed, they are far larger than
necessary to meet any reasonable threat to Nicaragua's national
security. The rapid growth of the Sandinista armed forces is
destabilizing the Central American military balance and threaten-—
ing the fragile democratization process under way in other Central
American nations.

The growth of Soviet influence in Managua also threatens U.S.
security. In times of global crisis, Soviet and Cuban forces,
their power projection capability enhanced by the use of Nicara-

uan bases and military forces, could close the Panama Canal and
interdict our Caribbean, Gulf port, and South Atlantic sea lanes.
This would seriously impair both our ability to obtain vital
natural resources and our resupply of NATO. Our response to this
challenge entails continued support of the Nicaraguan Democratic
Resistance Forces to pressure the Sandinista regime to restore
democracy and freedom to the Nicaraguan people. Military pressure
by the resistance forces was primarily responsible for bringing
the Sandinistas to the negotiating table with the other Central
American nations. Our continued moral and financial backing of
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the Nicaraguan freedom fighters is necessary to ensure Sandinista
compliance with the Guatemala Accord. Today, Soviet-bloc aid to
the Nicaraguan communists is more than all U.S. aid to all of
Central America, and ten times more than U.S. aid to the
Nicaraguan resistance.

The United States must also support South American efforts to
combat low—-intensity conflict, including communist-supported
insurgencies, drug trafficking, and terrorism. Our long-standing
friendly relations with South American nations have been jeopard-
ized by severe legislative restrictions on the military assistance
we can provide to South American military and police forces.

These restrictions are even more important in light of recent
Soviet economic initiatives that could lead to improved bilateral
politicomilitary relations with several South American countries.

To the north, the threat to the United States and Canada from
Soviet strategic forces has been steadily increasing. Maintaining
our security against this threat will require our continuing the
United States—Canada combined military command of NORAD, plus
prudent surveillance, air defense modernization, and progressive
research in advanced technologies for aerospace defense.

(2) Military Capabilities

The Commander in Chief of the United States Southern Command
(USCINCSO) is responsible for the more than 10,000 U.S. military
personnel stationed in 19 of the 20 countries of Central and South
America. Most of these personnel are based in Panama, location of
the headquarters for the Southern Command. The command provides
for the defense of the Panama Canal in conjunction with the Pan-
amanian Defense Force; monitors regional military security assis-—
tance programs; is responsible for U.S. military operations on the
Central and South American land mass; and supports counter-drug
operations in the region. The Commander in Chief of the U.S.
Atlantic Command (USCINCLANT), headquartered in Norfolk, Virginia,
is responsible for the Caribbean and waters adjacent to Central
and South America. U.S. Forces Caribbean in Key West, Florida, is
a subunified command under USCINCLANT. It is responsible for
coordinating all joint Service matters in the Caribbean, including
security assistance and military support to narcotics control.
There are over 4,500 military personnel stationed in the Caribbean
i1slands, most of them at the U.S. naval bases in Guantanamo Bay,
Cuba, and Roosevelt Roads, Puerto Rico.

The Commander in Chief of the North American Aerospace Defense
Command (CINCNORAD), headquartered in Colorado Springs, Colorado,
1s responsible for aerospace defense and survillance of the North
American continent. Some 800 personnel —— from both the United
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States and Canada —— are assigned to this combined military
command.

Forces Command (FORSCOM) is a specified command responsible
for the land defense of the continental United States, for coope-
rating with Canadian forces in the combined land defense of the
United States and Canada, and for maintaining forces ready to
reinforce other commands worldwide. Headquartered at Fort
McPherson, Georgia, FORSCOM comprises over one million Active
Component, Army Reserve, and Army National Guard personnel at
1nsta11at1ons throughout the United States.

(3)  Regional Cooperation

Military cooperation with fr1end1y nations of the region is a
vital part of the United States' hemispheric strategy to promote
peace and stability. Annually, USSOUTHCOM conducts military
training exercises and deployments that provide incidental bene-
fits to regional allies militarily, politically, and economically.
For example, FUERTES CAMINOS engineering exercises held by regular
U.S. Army, Reserve, and National Guard units, involve the building
of roads, bridges, and other facilities in the region, thus
strengthening local government infrastructures and accelerating
national economic growth. Humanitarian and civic action missions,
such as those conducted during the recent earthquakes in Ecuador
and E1 Salvador, exemplify military actions constantly being
undertaken by USSOUTHCOM in support of U.S. regional strategy.

USCINCLANT likewise conducts joint and combined exercises in
the Caribbean, including UNITAS, conducted annually; SOLID SHIELD
and OCEAN VENTURE, which alternate on an annual basis; and UPWARD
KEY and TRADEWINDS which are conducted more frequently on a
smaller scale. These exercises include engineer training that
benefits regional governments as well as U.S. forces through the
construction and repair of schools and other public facilities.
Large-scale military support —— for example, surveillance, mobi-
lity, and communications support —— has also been provided to
federal narcotics interdiction efforts in the Caribbean to stem _
the flow of illegal drug traffic into the United States across our
southern borders.

In North America itself, we continue the successful coordina-
tion of our defense efforts w1th Canada —— with whom we share the
world's longest unfortified border —— under the auspices of the
Canada-U.S. Basic Security Plan. For the combined land defense of
both the United States and Canada, Forces Command coordinates
planning with the Canadian Forces Mobile Command.
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¢. East Asia and the Pacific
(1)  Interests, Challenges, and Risks

Our security interests in East Asia and the Pacific —— politi-
cal, economic, and military —— are extensive. This economically
vital region has surpassed Europe as the United States' largest
trading partner and the margin of difference grows each year. The
region boasts, in Japan, one of the world's leading democracies.
In other East Asian countries, the emergence and political matura-
tion of democratic institutions has focused attention on the
region as an area of political development and rapid economic
growth.

Challenges to the region's economic and political successes
spring from many quarters, but the primary threat to sustained
peace and stability remains the expansion of Soviet military power
and influence in the area. Modernization of Soviet air and naval
forces and the concurrent augmentation of Soviet power—projection
capabilities give evidence to the true objective of Soviet policy
in the region: gaining influence through the threat of armed
force rather than through diplomacy and trade.

Other challenges to U.S. security interests stem from regional
threats to our friends and allies. North Korea continues
threatening the Republic of Korea (ROK) with military forces far
exceeding those required for self-defense. Despite growing ROK
military capabilities and the presence of U.S. troops, North Korea
remains capable of launching a massive attack against the ROK with
minimal warning. There is also the danger that the North could
undertake terrorist operations aimed at subverting either the
political processes at work in the South, or the 1988 Olympics.

The Cambodian people's suffering under Vietnamese military
occupation continues unabated into its ninth year. At the same
time, our ally, Thailand, is threatened by over 135,000 Vietnamese
troops in Cambodia. Helping Thailand meet regional threats and
defend its borders against Vietnamese aggression remains a primary
objective of U.S. alliance strategy for East Asia and the Pacific.

The Philippines has undergone severe turbulence in the two
years since the restoration of democratic institutions following
the February 1986 revolution. Political divisions among demo-
cratic forces and the continuing threat of a virulent communist
insurgency pose serious challenges to the future of Philippine
democracy. The United States unequivocally supports the elected
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civilian government of the Philippines and our defense relation-
ship rests on that government's continued success.

The suspension of our Australia-New Zealand-United States
(ANZUS) security obligations to New Zealand, which resulted from
the prohibition of U.S. naval ship visits to that country,
presents a challenge to regional security in the South Pacific.
Both the United States and Australia have reaffirmed that their
mutual rights and obligations under the ANZUS Treaty remain in
place and provide the framework for a resumption of trilateral
cooperation should that become feasible.

(2) U.S. Military Capabilities

Reflecting our long-standing concern for the region's
security, we have active mutual security agreements with Japan,
the Republic of Korea, the Philippines, Thailand, and Australia
and have established non-treaty security relationships with
several others countries as well. Yet we cannot adequately defend
our interests in East Asia and the Pacific with U.S.-based forces
alone. The proximity of Soviet forces, and those of Soviet
surrogates, to our Pacific allies and interests imposes severe
demands on the timeliness of our response. Because our interests,
concerns, and values are shared by many nations of the region, and
because we must be capable of deterring aggression and responding
quickly in the event deterrence fails, we maintain ground, naval,
and air forces in Japan and Korea, and naval and air forces in the
Philippines, plus naval carrier battle groups and Marine
amphibious forces in the Western Pacific.

The U.S. Commander in Chief, Pacific (USCINCPAC), with
headquarters in Hawaii and forces spread throughout the region,
has responsibility for U.S. military operations in an area
covering over 50 percent of the earth's surface.

(3)  Regional Cooperation and Burdensharing

Military cooperation with many countries in the Pacific is
crucial to the United States' strategy of deterrence and forward

defense. The broad support these countries provide us —- includ-
ing access to bases, host-nation support, and participation in
combined exercises -— significantly enhances our capabilities and

promotes regional stability. Several countries are particularly
important 1n this respect:
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Japan —— Our security relationship with Japan is the foundation
of U.S. defense policy in East Asia and the Pacific. The U.S.

nuclear umbrella and defensive shield —— combined with Japan's
commitment to defend its territory, air space, and vital sea lines
of communication out to 1,000 miles —— make the prospect of

Pacific operations inherently risky and complicated for the
Soviets. In 1987 the govermment of Japan determined that its
national interests required a flexible, non—quantitative defense
spending criterion, still premised on self-defense roles, in lieu
of its former, arbitrary one-percent-of-the-gross-national-product
defense spending cap. Achieving a greater self-defense capability
will require significantly more effort by Japan in the 1990s. We
encourage the Japanese government to pursue these efforts. At the
same time, we recognize the substantial support Japan has given to
U.S. forces in the region. Tokyo already provides us with the
most financially generous host-nation support (HNS) agreement of
any nation ($2.5 billion in 1988 alone), and has voluntarily
agreed to assume more than $100 million annually in additional
U.S. labor costs through 1991.

China —— Our developing defense relationship with China is
based on common security interests. A secure, modernizing China
can be a force for peace and stability in East Asia and the world.
Recognizing that China is a friend, the United States has sought
to play a positive role in China's defense modernization. We will
continue to pursue high-level dialogues, functional military
exchanges, and military technological cooperation in areas that
are of mutual interest to China and the United States. In doing
so, we also will take into account the interests of other friends
and allies in the region.

Republic of Korea —— The United States and the Republic of Korea
(ROK) are working closely together to ensure that our collective
security remains strong. We are sharing intelligence information
and conducting combined exercises to ensure that we are ready for
any type of aggression.

Thailand —— Thailand's independence, stability, and territorial
integrity are crucial to peace and security in Southeast Asia. As
a long-time friend and treaty ally, the United States has sup-—

orted Thailand with a broad range of programs to modernize and
improve the Royal Thai Armed Forces, to include participating in
combined exercises, providing military equipment and training
under the security assistance program, and concluding a war
reserve stockpile agreement. We are also continuing to furnish
modest aid to the non—-communist resistance forces seeking to
liberate Cambodia from Vietnamese domination.
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The Philippines —— Our security relationship with the Philippines
predates both NATO and our regional alliances. The contemporary
basis for our close military relations is found in our Mutual
Defense Treaty of 1951 and Military Bases Agreement of 1947. Our
alliance is grounded in a common recognition that the security of
the Philippines, which sits astride vital sea lanes, strongly
influences peace and stability in the entire East Asia and Pacific
region. The presence of U.S. forces at Clark Air Base and Subic
Bay Naval Base constitutes our military contribution toward pre-—
serving our common interests of peace and security. Our security
assistance program —— an FY 1988 request of $110 million in mili-
tary grant aid and $2.6 million in military training grants —— is
designed to assist the Philippine armed forces in meeting their
alliance responsibilities by equipping and training them to pro-
tect the nation, and by enhancing their military professionalism.
Our current efforts are focused on providing the equipment needed
by the Philippine armed forces to combat the current communist
insurgency that threatens the democratic gains of the February
1986 revolution.

Australia and New Zealand —— The regional stability provided by the
ANZUS Treaty now rests on the close security cooperation existing
between Australia and the United States. In 1987 the enactment of
legislation transformed into law the New Zealand government's
policy preventing normal patterns of alliance cooperation. The
United States has confirmed that our ANZUS security obligations to
New Zealand remain suspended pending adequate corrective measures.
The strength of the alliance relationship between Australia and
the United States is reflected in our continuing active defense
cooperation.

d. The Near East, South Asia, and North Africa
(1)  Interests, Challenges, and Risks

The United States has critical security interests in these
regions that have spawned the following objectives: deterring
Soviet aggression; denying the Soviet access or influence in the
region that might compromise the free world's access to energy
resources; assuring the stability and security of friendly states,
especially those strategically positioned relative to oil
resourcesj inhibiting escalation or the spread of armed conflicts;
and reaching a just, peaceful, and enduring settlement to the
Arab-Israeli conflict.

The United States is facing serious challenges to its inter-
ests throughout these regions. Armed conflict in the Western
Sahara, Libyan aggression in Chad, the Iran-Iraq war, Iranian
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disregard for freedom of navigation in the international waters of
the Persian Gulf, the continued Soviet occupation of Afghanistan,
and border clashes between South Yemen and Oman are jeopardizing
political and economic stability.

The most 1mmed1ate threat to U.S. 1nterests, however, remains
Iran's intransigence in ending its war with Iraq, its determi-—
nation to export terrorism, and its efforts to spread Islamic
fundamentalism through force or intimidation in the Persian Gulf
states and elsewhere.

Chart1.D.4
The Near East, South Asia, and North Africa

% Cvpruscg{
Lebanon
Israel

o Socotra
{Yomen-A)

Indian Ocean Sri Lanka

LEGEND

MILITARY ASSISTANCE
(FY 1987)

[ ] $1-5Billion
[] $500- 1,000 Million

$100 - 500 Million
$10 - 100 Million
[ ] $3-10Mitlion

Boundary representation is not necessarily authoritative




To counter this threat and safeguard our interests, President
Reagan has approved a three-pronged strategy. One element
involves vigorous U.S. diplomatic efforts to halt arms sales to
Iran and end the Iran-Iraq war, as well as to reduce other
regional tensions. The second element involves our support for
the moderate Arab states, including escorting U.S.-flag vessels in
the Persian Gulf. The third element involves a halting of all
U.S. imports from Iran.

There are risks involved in this strategy, but we remain con-
vinced that the risks of alternative courses of action are even
greater. There is no risk—-free way to protect our vital inter-
ests. Our best course is to minimize and manage those risks and
to chart a steady course aimed at ending the war and communicating
to our friends —— and our adversaries —— our resolve.

(2) Military Capabilities

Geographic military responsibility for the region is shared by
three commanders in chief: the European Command, responsible for
most Mediterranean littoral countriesj; Central Command, responsi-
ble for Southwest Asia; and Pacific Command, responsible for the
South Asian countries. Following our decision to reflag 11
Kuwaiti tankers and provide them protection in the Persian Gulf,
we created the Joint Task Force Middle East (JTFME) to provide
essential command and control for our increased naval presence,
which includes the U.S. Middle East Force (MIDEASTFOR) that has
been stationed in the Persian Gulf for nearly 40 years.

Adequate levels of general purpose forces are available in the
event of a regional crisis. Clearly, however, a timely and effec-
tive U.S. response to military threats will hinge on non-treaty
relationships with friendly states for rapid force deployment and
resupply, access to local facilities and support, and assistance
from local military forces.

(3)  Regional Cooperation

North Africa —— The United States has longstanding security
relationships with Morocco and Tunisia. We maintain close contact
with both countries as we seek to strengthen their military capa-—
bilities through equipment purchases and training, and as we
negotiate for expanding access and transit rights for our forces
during crises.
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Near East —— Our ability to respond to crises in the Eastern
Mediterranean and Southwest Asia has increased during the past
year, in part through our extensive security assistance relation-
ships with Egypt and Israel. We are expanding bilateral joint
military exercises with each country, negotiating prepositioning
arrangements, and revitalizing defense industrial cooperation.
Small numbers of U.S. personnel are also contributing directly to
preserving peace in the Near East by serving as members of the
Multinational Force and Observers in the Sinai, and with United
Nations Truce Supervision Organization contingents in Egypt,
Lebanon, and Syria.

Persian Gulf —— Our protection of U.S.-flag vessels to assure
freedom of navigation in the Persian Gulf requires extensive host
nation support. For example, Saudi Arabia has supported deploy-
ment of U.S. AWACS aircraft since 1980 and has provided fighter
support for our missions in Saudi airspace. During the Stark
incident, the Saudis scrambled F-15s to protect AWACS aircraft and
their oil facilities, assisted in our search and rescue efforts,
and readied their military hospital to receive our casualties.
Kuwait has offered free fuel, as well as maintenance support, for
MIDEASTFOR ships escorting reflagged tankers. Bahrain has leased
us facilities for an administrative support unit, and provided
extensive support to our naval presence in the Gulf (MIDEASTFOR),
principally through port visits, maintenance facilities, and
commercial refueling. Oman, the only Middle East country with
which we have a formal access agreement, conducts combined exer-
cises with U.S. forces and provides support for our Indian Ocean
naval forces.

South Asia —— Pakistan continues playing a key role in our
efforts to oppose Soviet aggression in Afghanistan. We are
seeking to expand our strong security assistance and defense
industrial relationship with Pakistan. Although we have very
serious concerns over the prospect of nuclear proliferation, we
believe that our assistance program provides the best basis for
encouraging Pakistani restraint in the nuclear area. We have
increased our security cooperation with India, particularly in _the
area of defense industrial production assistance. We are examin-—
ing other potential areas for technological cooperation and train-
ing which we hope will expand our military relationship with this
key country.
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e. Sub-Saharan Africa
(1) Interests, Challenges, and Risks

Our objectives in sub-Saharan Africa remain constant: con-
tinued free world access to the continent's vast mineral wealth; a
rollback of Soviet influence; improvement in our own relation-—
ships; a reduction in regional violence; the encouragement of
economic, social, and political development; and occasional
military access to facilities in the event of regional or South-
west Asla contingencies. Real economic and political growth in
Africa is presently hostage to the violence prevalent 1in the
continent, much of which i1s spawned or encouraged by the Soviet
bloc and Libya. In Angola, Soviet advisors, some 36,000 Cubans,
and massive infusions of Soviet weaponry prop up a regime which
again this year proved unable to defeat UNITA's freedom fighters.
In Mozambique and Ethiopia, other civil wars rage, with the
governments reluctant to sever their weapons pipeline from the
Soviet Union or to negotiate with their opponents. Libya con-
tinues its adventurism throughout the continent and, though
soundly thrashed by Chadian forces last year, doubtless will
attempt to hold the Chadian territory it still illegally occupies
and regain more of its southern neighbor's territory. Civil war
also rages on in Sudan with implications for U.S. regional inter-
ests.

In addition to this seemingly endemic violence, economic
devastation brought on by ill-conceived and poorly executed
governmental policies is widespread, and African leaders, recog-
nizing this, are moving toward market economies. Natural and
manmade catastrophes —- particularly drought, deforestation, and
insect infestation —— and a burgeoning AIDS pandemic add to the
gravity of the situation. We believe strongly that the region's
problems must be addressed primarily by political and economic
means, and that military resources should be constrained and
directed toward bringing a reduction in violence. Only in a
climate of relative peace and renewed economic progress are our
national objectives in Africa likely to be attained.

(2) U.S. Military Capabilities

U.S. military responsibilities for the sub—continent reside in
three unified commands: our Central Command is responsible for
the strategic Horn of Africa (Kenya, Somalia, Sudan, Djibouti, and
Ethiopia); our European Command for the bulk of the continent}; and
our Pacific Command for the four Southwest Indian Ocean island
nations of Madagascar, Mauritius, Seychelles, and Comoros.
Assigned U.S. military presence in Africa is minuscule, numbering

89



fewer than 450 servicemen at any one time —— more than half of
whom are Marine embassy guards, with the remainder comprised of
attaches and security assistance personnel. No U.S. combat forces
are stationed in Africa, nor do we have any naval or air bases
there. Our forces, however, do occasionally conduct exercises in
Africa, and make visits as operational requirements dictate.
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(3)  Regional Cooperation

Africa's strategic location and excellent —— though widely
dispersed —— harbors and airfields make it of significant impor-
tance to U.S. operations in Southwest Asia and the Indian Ocean.

A number of East African states such as Kenya, Somalia, and
Djibouti, have allowed us to use facilities in their countries to
support operations in the region. We have also used facilities in
West and Central Africa, as was recently demonstrated when this
type of support was provided to facilitate the flow of U.S. logis-
tical support to Chad. We appreciate this cooperation, and will
continue supporting our friends in Africa to deter or, if neces-
sary, to respond to aggression, as we have in Chad. Our principal
tool in this endeavor 1s security assistance, which though very
modest in scale is carefully tailored to local needs and capabili-
ties, and highly cost effective. To avoid duplication of effort
and to build on the extensive experience of our European allies,
we are working closely with countries such as the United Kingdom,
France, Germany, and Italy in carrying out security assistance and
other related programs in Africa.

f. Humanitarian Assistance

Our humanitarian assistance projects promote U.S. security
needs abroad while improving the welfare of indigenous popula-
tions. Since the DoD Task Force Report on Humanitarian Assistance
in 1984, the Congress has legislated new authorities for more
effective DoD programs of this type. Current forms of assistance
include: providing rural medical, dental, and veterinary care;
constructing and repairing rudimentary surface transportation
systems, sanitation facilities, and other public worksj trans-—
porting private sector humanitarian cargo; providing excess DoD
property for humanitarian purposes; providing airlift, personnel,
and materiel for U.S. disaster relief efforts upon request from
the Agency for International Development (AID); and training local
forces to improve their professionalism, leadership, and demo-
cratic civil-military relations. These efforts involve U.S.
active duty, Reserve, and National Guard personnel in projects
that improve their own skills and promote U.S. interests while
enhancing the stability and well-being of the host country and its
population.
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3. Security Assistance
a. The Role of Security Assistance in National Strategy
(1) Objectives

Security assistance is a fundamental component of U.S. defense
and foreign policy. By contributing to a balanced country package
of military and economic aid, security assistance supports inde-
pendent political development; promotes stability; encourages
economic development and reform; contributes to base and facility
access needed to bolster our own force projection capabilities;
and promotes the interoperability of U.S. and allied forces to
strengthen our collective security framework. Security assistance
is also our principal instrument for combatting low—intensity
conflict (LIC). In summary, security assistance plays a signifi-
cant role in preserving our own security through collective
efforts.

(2) Components of Security Assistance

OQur security assistance program comprises five major compon-—
ents, four military and one economic:

® Foreign Military Sales Credit Financing (FMSCR) provides
direct credits to countries, either at market or con-
cessional interest rates, for the purchase of U.S. equip-
ment or services}

® Our Military Assistance Program (MAP) provides funds on a
grant basis to allies and friends to procure U.S. defense
articles and services to strengthen their defense capa-
bilities;

® The International Military Education and Training Program
(IMET) is a low-cost, grant—aid foreign policy instrument
through which we provide or support education and training
for foreign military personnel in the United States;

® Peacekeeping Operations (PKO) involve our military forces
in peacekeeping roles in several unstable areas around the
world; and
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® The Economic Support Fund (ESF) offers economic assistance
on a grant or loan basis to developing countries. The ESF
complements other forms of economic assistance by helping
recipient countries avoid economic and political insta-
bilities that can threaten their security. It cannot be
used for military or paramilitary purposes. Although ESF
is not implemented by the Department of Defense, it is
part of this country's overall security assistance effort
and is an essential complement to our military assistance
programs.

Unlike U.S. defense programs, security assistance is not
funded in our two-year defense budget. Instead, it is funded in
those foreign assistance monies appropriated to the President.
Thus, it continues operating on an annual budget cycle. ~

b. Trends
(1) Funding Reductions

Security assistance, particularly the military segment, is
only a small fraction of the total resource effort supporting U.S.
foreign and defense policies. Yet, despite its proven importance
and cost—effectiveness, the Congress has severely curtailed the
funding allocated for security assistance. Using FY 1985 as a
baseline, the federal budget increased by almost 2 percent by
FY 1987. Foreign aid, however, of which security assistance is a
component, was reduced by 29 percent in FY 1986 and by another 17
percent in FY 1987.

Furthermore, in FY 1986, the Congress cut the President's
request for security assistance funding by more than 20 percent,
after which the sequestration required by Gramm-Rudman-Hollings
reduced the appropriation b¥ another 4.3 percent. Many strate-—
gically important countries' funds were reduced, with cuts ranging
from 4.4 to 83 percent. For FY 1987, security assistance was
reduced by 21 percent from the President's request and 10.6 per-—
cent below FY 1986 actual levels. The military element was 26
percent below our requested level and some 14 percent below
FY 1986 actual levels. Aggravating these cuts, the Congress
earmarked roughly 85 percent of all military assistance funds for

ust five countries -- Egypt, Greece, Israel, Pakistan, and Turkey
see Chart I.D.6), thereby causing drastic reductions for many of
the remaining countries, with some receiving no funding at all.
Fortunately, we did receive a $364 million supplemental appro-
priation, although it was 52 percent less than requested. Even
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~ with the supplemental, FY 1987 funding was still far below FY 1986
_levels. ~
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~ Similarly, the FY 1988 military assistance situation is bleak.
OQur overall funding request would only have returned us to roughly
FY 1986 levels. The actual funding levels, however, are more than
> percent below FY 1987 levels, with over 90 percent of our total
FMS and MAP funds earmarked. This degree of inflexibility may
well cripple our efforts to support U.S. foreign policy and pres-
erve national security. To ameliorate the damage, in FY 1989 we
intend to request an all grant security assistance program, to
include forgiven FMSCR for all credit recipients.




Chart 1.D.7
U.S. Defense Transfers: FY 1983 Through FY 1987
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These trends in U.S. military assistance funding are particu—
larly troubling in light of the emerging pattern in our defense
transfers. Over the last five years, arms sales have steadily
declined due, in part, to our failure to meet the legitimate
requests of friends and allies for major equipment. Chart 1.D.7
shows that large sales agreements, which represent significant
force improvement purchases by our friends and allies, have virtu-
ally disappeared, leaving primarily our routine equ1pment and
support sales agreements to fill the gap. w

By denying these requests, we risk eroding foreign govern—
ments' incentives to cooperate with us, and we risk losing access
and influence as countries turn to others, including the Soviet
Union, for equipment and support. Indeed, history is replete with
examples of Soviet willingness to exploit such opportunities.




(2) A Comparison: The Soviet Effort

The Soviets have demonstrated a great appreciation for the
ability of arms transfers to serve as a lever in gaining political
influence. Moscow continues providing large amounts of military
equipment and materiel to strategically placed lesser developed
countries (LDCs) on an outright grant basis (see Chart I.D.8§.
During the last five years over 40 percent, or an average $6 or §7
billion per year, of the Soviet's arms deliveries to the Third
World were made on a grant basis. In fact, the Soviets allocated
over $3 billion a year in outright military grants to only five
countries. Even the minor recipients of Soviet arms receive
approximately 30 to 45 percent of their arms on a grant basis.

Chart1.D.8
U.S.S.R. and U.S. Grant Military Aid to LDCs:
1982 Through 1987




In addition to this grant aid, the Soviets are providing other
financial concessions, including offering credit at concesslonary
rates, accepting payment in soft currency or in commodity ship-—
ments, and rescheduling or forgiving long-term debts.

Soviet arms transfers have also provided a means for gaining
basing rights abroad, as well as entree for Soviet advisors in the
recipient country. For example, Soviet involvement in sub-Saharan
Africa remains high. In Ethiopia there are approximately 1,700
Soviet military advisors. Likewise, in Mozambique about 850
Soviet military advisors train Mozambique's armed forces. In
Angola, the presence of 36,000 Cuban military surrogates augments
direct Soviet support which, in 1987, consisted of deliveries of
additional Flogger fighter aircraft, HIP H helicopters, SA-2 and
SA-8 surface-to-air-missiles (SAMs), and numerous tanks, artillery
pieces, and BMP armored vehicles.

In Asia, the recent improvement in Soviet-North Korean rela-
tions has been marked by Pyongyang's receiving additional Flogger
fighter aircraft and surface-to—air missiles. Since 1978,
Moscow's military aid to Hanoi totals almost $12 billion, with
over 2,500 Soviet military advisors now stationed in Vietnam.
Soviet assistance to India includes significant military deliv-
eries of Fulcrum fighter aircraft, submarines, transport aircraft,
and surface-to—surface missiles.

In the Middle East, Moscow is continuing its arms shipments to
Syria, Iraq, and Libya. In Latin America, there are unique oppor-
tunities for the Soviets to weaken U.S. strategic interests. The
continuing flow of large amounts of military and economic aid to
Cuba and Nicaragua, Cuba's long-standing military debt, and the
broadening commercial ties between Peru and the U.S.S.R. highlight
the importance Moscow attaches to this region. Since 1982,
Soviet-bloc assistance to Cuba and Nicaragua alone totals more
than $25 billion in economic aid and over $9 billion in military
assistance.

(3) Impact of Trends

The consequences of our greatly reduced and extensively ear-
marked security assistance budgets are dramatic. Without adequate
funding we are unable to meet our allies' and friends' security
requirements, to sustain their ongoing modernization programs,
or to fund programmed spare parts and maintenance. Each non-
earmarked country will suffer termination or curtailment of some
multiyear programs along with procurement planning and budgetary
disruptions. Moreover, drastically reduced U.S. security
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assistance funding affects our efforts to achieve international
defense cooperation.

The adverse consequences of this trend in underfunding
security assistance will likely include the following:

Obstructing our ongoing force modernization programs to
correct major NATO force deficiencies. Reduced funding of
these requirements may force program termination, will
likely shrink European demand for U.S. arms exports, and
will hamper our collective security efforts by
complicating other bilateral negotiations.

Foregoing the opportunity for security assistance to
contribute to the war against illegal drugs. Underfunding
particularly threatens our carefully nurtured indigenous
drug surveillance operations with friendly nations in the
northern tier of South America and the Eastern Caribbean.

Decreasing the force readiness of critical friends and
allies, notably Turkey and Pakistan. This could prove
more costly to us than the slight burden of funding
programs at the requested levels.

Weakening defense cooperation and restricting our access
to key facilities throughout Africa, the Indian Ocean, and
the Pacific Basin. This could prove particularly
troublesome in Kenya, the Philippines, and Thailand.

Reducing U.S. influence and leverage in the Middle East.
This could fatally undermine our overall efforts to build
a sustained regional peace by providing moderate Arab
states with the necessary means to defend themselves from
their radical neighbors.

¢. Conclusion

In summary, reductions in our security assistance budget from
FY 1986 through FY 1988 have eroded the security and well-being of
friendly countries, and put important U.S. foreign and defense
policies at unnecessary risk. But the greatest impact of these
cuts has been on the perceptions of friends and allies who fear
that the United States cannot honor its commitments nor exert
strong and effective leadership. At the same time, adversaries
are gaining confidence that they can challenge our interests with
impunity. The programs represented by the FY 1989 request are
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lean. Further cuts to our security assistance budget risk serious
damage to U.S. interests worldwide.

4. International Armaments Cooperation
a. Objectives and Emphasis

Our national security needs cannot readily be met with our
resources alone. Therefore, we cooperate with allies and friends
in acquiring military equipment. International armaments coopera-
tion serves an array of coalition strategy goals. It reduces
needless duplication of research and development (R&D) efforts by
sharing the best available technology among allies. It promotes
commonality and interoperability among friendly forces, thereby
facilitating joint operations. It improves incentives for our
allies to invest in force modernization and burdensharing.
Finally, it achieves economies of scale throughout the acquisition
and support cycle. Lack of cooperation in recent years has
resulted in wasteful duplication in R&D and weapons production.
National weapons programs have led to the deployment of six types
of main battle tanks, six types of fighter aircraft, and a
plethora of anti-tank missiles and armored vehicles within NATO.
Our increased sharing of defense systems and equipment will ensure
that the free world maintains adequate military strength within
realistic resource expenditures.

b. Resources

Driven by resource limitations and a commitment to a strong
conventional defense, the United States and its allies have pur-
sued armaments cooperation as an effective means of correcting key
conventional force deficiencies. To increase the affordability of
planned and ongoing U.S. research, development, and production
programs, we are augmenting steadily our investments in coopera-—
tive efforts in which development costs and resources are shared
with our allies. As a result, we project that our investment in
cooperative programs will increase from the current 3 percent of
research, development, test, and evaluation (RDT&E) resources to
25 percent by the year 2000. In the mid-term, we expect annual
cooperative R&D new-start funding to reach $300 million for NATO
and $40 million for non-NATO nations. This will better enable us
to field strong conventional forces.
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Chart1.D.9
Cooperative Research and Development
Percentage of RDT&E Budget

Congressional funding for cooperative research, development,
and testing efforts with NATO and major non-NATO allies has been a
significant incentive for increased armaments cooperation. Since
this cooperative research legislation was enacted in 1985, we and
our allies have greatly expanded our armaments cooperatlon.
International agreements have been reached, and development
initiated, for 12 research and development projects, and others
are in negotiation. Each of these projects involves the United
States and one or more other nations sharing the costs of system
development to redress a significant deficiency in our collective
conventional posture. ; ;

There are two new activities of special note. First, 46 man-
power positions, located in capitals in Europe, Japan, and Korea,
have been established to support our armaments cooperation activi-—
ties. Their establishment 1s also a visible symbol to our allies
of the U.S. commitment. Second, we have instituted Defense
Acquisition Board (DAB) procedures that make consideration of




international cdoPerative opportunities a part of all U.S.
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¢. Conclusion

The NATO Alliance is politically committed to a '""Conventional
Defense Improvement" effort. Emphasis is placed on redressing the
critical deficiencies in NATO's conventional force structure,
using armaments cooperation as an essential ingredient. Such
cooperation creates new opportunities and challenges for U.S. and
allied defense industries. Consequently, we are working with the
U.S. defense industry to ensure that these arrangements result in
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the effective use of the combined industrial potential of all NATO
nations.

We are working with other allies and friendly countries to
take advantage of combat experience and/or innovative techno-—
logical developments to bolster the indigenous ca abilities of
these nations toward a more economical and effective military
modernization.

United States, allied, and friendly resources are not con-
centrated primarily in one nation, as in the Soviet bloc. Through
armaments cooperation we are worklng to lessen Moscow s advantage
in this area. We are 1ncrea51ng our investment in cooperatlve
programs, 1nst1tut10na11z1ng procedures for considering coopera-
tive programs, and expanding organizational and staff support for
these efforts. These steps, and the Congress s strong backing of
them, are visible indications of our commitment to mutually bene-
ficial cooperation.

5. Technology Security
a. Introduction

Technology security remains a critical underpinning of our
collective security. Technology security programs are essential
to malntalnlng the qualitative edge we rely on to offset the War-
saw Pact's quantitative advantages in troops and weapons. These
programs do this by protecting our military-related technology
from Soviet exploitation. From a budgetary standpoint, compre-
hensive technology security programs protect our ilnvestments in
defense and avoid the greater defense expenditures that would
otherwise be required to counter more advanced Soviet systems.

Effective technology security requires a collective approach,
because a single nation's lapse can undo the efforts of others to
control the transfer of critical technology. At the same time,
our coordination with our allies and friends is necessary to
ensure that controls on technology transfer do not hamper appro-—
priate sharing of technology with nations friendly to the United
States.
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b. Recent Developments

We are now confronting new challenges and developments that
serve to remind us that we cannot become complacent in our pursuilt
of technology security.

One development is the recently revealed string of sales by
Japanese and European companies of propeller manufacturing tech-
nology to the Soviet Navy —— serious violations of collective
export control standards that are exacting very high costs upon
the United States and its allies. At least seven years ago, a
Soviet foreign trade organization contacted Japanese and European
trade firms regarding the purchase of multiple—axis automated
propeller manufacturing equipment. Toshiba Machinery Company
undertook to provide the basic milling machinery, and Kongsberg
Vaapenfabrikk of Norway agreed to supply the numerical controllers
(the "brains") and production software, as it had previously done
with other Western countries' machines being shipped to the Soviet
Union and China. In 1981, those two companies sent representa-—
tives to Moscow to sign contracts with the Soviets. The companies
submitted false export documentation to their governments, listing
technical specifications on their applications that were far lower
than the actual specifications. In 1983 and 1984, eight machines
and accompanying computer software were installed in Leningrad's
Baltic Shipyard, which makes propellers for the Soviet Navy.

The costs to Western security of illegal technology transfers
are staggering. This particular sale of propeller manufacturing
technology, for example, will help make Soviet submarines substan-
tially quieter, better enabling them to avoid detection by allied
forces. To counter the effects of all technology transfer, the
West will have to spend billions of dollars. Furthermore, this
illegal transfer comes at a time when NATO's merchant fleets have
declined so much in size that they cannot meet the Alliance's
reinforcement needs. Thus these merchant fleets, upon which NATO
relies so heavily, now face an even greater threat in the form of
a dramatically improved Soviet submarine force. This development
will obviously place an increased burden on NATO's naval forces in
the event of a conflict with the Soviet Union.

. A second new challenge stems from the Soviet Union's
increasing emphasis on new technologies. The Warsaw Pact has a
disturbing quantitative lead over NATO in conventional forces, and
high-level Soviet writings increasingly stress the revolutionary
implications of these new technologies. Improvements in Soviet
military technology are enhancing Moscow's capability to execute
its conventional blitzkrieg strategy against NATO. This makes it
even more crucial to protect our military technologies.
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Additionally, with increased contacts with the West, Soviet
efforts to acquire Western technology are expanding through
methods like joint ventures with Western firms that exploit legal
trade channels; the use of circuitous trade diversions; document
falsifications; and outright espionage. Indeed, Moscow's deter-
mined efforts demonstrate that acquiring Western technology is one
of the highest Soviet priorities. Consequently, our efforts to
protect dual-use technologies -- those that can be used for both
military and civilian purposes (such as advanced computers) —— are
every bit as essential as our controls over strictly military
goods. Indeed, our expanding science and technology exchanges
with the Soviets, within the broader context of increasing Western
contact with the U.S.S.R., could increase the Soviet's opportuni-
ties to acquire our militarily significant technology if we and
our allies and friends do not maintain our vigilance.

¢. Control Efforts
(1) International

Our collective technology security depends on effective
cooperation with our allies. The focal point for this cooperation
is the Coordinating Committee on Export Controls (COCOM), which
includes our NATO allies (except Iceland) and Japan. At COCOM we
and our allies agree on what strategic products and technologies
must be denied the Soviets and what collective measures we must
take to accomplish this.

Another major cooperative COCOM concern is the need for more
uniform enforcement procedures among member nations, particularly
since the Soviets are so adept at exploiting any and all proce-
dural loopholes. Unequal enforcement also penalizes the 1indus-—
tries of those countries where enforcement i1s more comprehensive,
creating tension among the cooperating countries and making indus-—
tries more reluctant to comply with regulations. Therefore,
serious efforts are being made by COCOM members to beef up their
individual laws and enforcement mechanisms. For example, in the
wake of the illegal exports by the Toshiba Machinery Company,
Japan significantly strengthened its export control law.

Of course, no one country or group of countries in COCOM has a
monopoly on sophisticated technology, and there is growing diffu-
sion of militarily useful technologies into new markets where
governments are not so accustomed to the need to protect their
goods from East-bloc predators. For this reason, a major thrust
of our efforts is obtaining the cooperation of major non—COCOM
trading partners in preventing Soviet-bloc access to COCOM-
controlled technology. This cooperation usually takes the form of
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comprehensive strategic trade arrangements that facilitate legiti-
mate trade in sensitive goods with non—-COCOM countries while
minimizing the risks of theft or diversion. U.S. exports that
have been illegally diverted can be stopped as they transit other
countries. Through these efforts, alternative sources for COCOM-
controlled goods are being made inaccessible to the Soviet bloc.
Agreements of this type have been worked out with several Asian
countries. Other countries such as Sweden, Austria, and
Switzerland have adopted their own control systems.

(2) Domestic

Last year President Reagan declared that U.S. government
agencies would examine ways of simplifying U.S. controls to ensure
that they do not hamper U.S. firms in the international market-
place. Some misguided critics have been calling for a broad
dismantling of export licensing authorities, which could gravely
damage our national seCur1ty. A far better course is being
followed by the Administration, which is pushing for increased
international cooperatlon in COCOM, and 1is 1ncrea51ng U.S. govern—
ment use of automation in export license application processing to
serve the U S. exporting community more efficiently. The Defense
Department's clearinghouse for export control —— the Defense Tech—
nology Security Administration —— has taken the lead government-
wide in installing and utilizing automated decision aids and data
systems. They are designed to screen information and to identify
more quickly those applications requiring further 1nvest1gatlon.
Our new systems are also prov1d1ng an automated methodology making
it possible to estimate the economic impact of Western technology
transfers to Soviet-bloc countries.

d. Conclusion

In summary, our technology security initiatives at home and
abroad are agaln enab11ng the West to expand its lead in tech-
nology areas critical to future defense systems. Our lead over
the Soviets in state-of-the-art 1ntegrated circuit technology,
which had fallen to two-to-three years in 1981, has rebounded to
at least seven years, in large part because of the effectiveness
of our export controls. It is not enough simply to best the
Soviets technologically. We must also prevent the Soviets from
harvesting the fruits of our own defense investments, our free
market economy, and our free spirit of inquiry and innovation.
Protecting our technological advantages enables us to spend less
on defense while utilizing one of our Alliance's strengths to
exploit a Warsaw Pact weakness.

Holding firm to our present technology securlty strategy is
essential to maintaining our collective security in the 1990s.
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Illegal and imprudent sales show that there can be very large
costs when specific technologies are lost, and that Amer1can
security now depends heavily on protecting other nations' tech-
nologies. The increasing importance of conventional arms in
Europe requires the West to integrate technology security into its
defense and arms control strategies. Only if we can keep our lead
in technologies with military applications can the United States,
its allies, and its friends maintain a strong and stable
deterrent.
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E. REDUCING AND CONTROLLING ARMS

Our primary arms control goal remains achieving effectively
verifiable and stabilizing arms agreements with the Soviet Union
leading to true reductions in nuclear and conventional arms, and
global reductions in military spending. Our arms control policies
are designed to supplement our overall defense policy —— not sup-
plant it. Our successes, including the intermediate-range nuclear
forces agreement, have resulted from our determination to bargain
from a position of strength.

1. The Intermediate-Range Nuclear Forces
Agreement

Our success in the intermediate-range nuclear forces (INF)
negotiations resulted from NATO's steadfast adherence to the
December 1979 decision to deploy INF, and the President's refusal
to weaken our position in order to speed agreement. The "zero
option" was considered impossible to achieve by critics when
proposed by the President in 1981. 1In the face of allied soli-
darity, however, Moscow finally accepted our position. The INF
Treaty will eliminate all ground-launched U.S. and U.S.S.R. bal-
listic and cruise missiles with ranges between 500 and 5,500 kilo-
meters.

The principles the United States adhered to during the INF
negotiations, established in part by the NATO ministers in the
1979 decision, were the foundations of our negotiating strength.
First, we demanded equality of rights and limits under any agree-
ment. We refused to accept Soviet proposals in the INF talks that
would have locked in existing Soviet advantages in INF missiles.
Second, we insisted that the negotiations remain bilateral. The
United States will not negotiate limits on, or discuss compensa-
tion for, the nuclear forces of another country. We therefore
insisted that any agreement must place equal limits on U.S. and
Soviet forces, without including British, French, or any other
country's nuclear forces —— which are neither owned nor controlled
by the United States -— under the U.S. total. Third, we required
that limitations be applied globally; the range, mobility, and
transportability of modern Soviet missile systems make regional
limits insufficient. Finally, we required that any agreement be
effectively verifiable. This requirement cannot be overempha-
sized. Whatever agreements we reach must be verifiable with
unambiguous criteria to identify violations in a timely manner.
These principles continue to guide us in our negotiations with the
Soviets in the Strategic Arms Reductions Talks, and the Defense
and Space Talks.
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2. Strategic Arms Reductions Talks

” In the Strategic Arms Reductions Talks (START) the President
is seeking an agreement 1ead1ng to deep, equitable, and effec—
tively verifiable reductions in the number of strategic nuclear
arms held by both sides. This stands in contrast to previous SALT
agreements, under which Soviet strategic warheads have increased
dramatically (see Chart I.E.1). At the Geneva Summit in November
1985, President Reagan met General Secretary Gorbachev and an
agreement in principle finally was reached to reverse this growth.
Our primary focus in reducing strategic nuclear arms is on the
systems posing the most acute danger of sudden nuclear attack ——
offensive ballistic missiles. This is not a new objective. Our
concern over the destabilizing nature of nonrecallable ballistic
missiles, particularly intercontinental ballistic missiles (ICBMs)
with their short flight-times, has always been a central theme of
the U.S. START position.

Chart LE.1
Growth in Soviet Strategic Offensive Warheads
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In October 1986 at Reykjavik President Reagan and General
Secretary Gorbachev agreed on the general outlines of a START
agreement 11m1t1ng both sides to a maximum of 1,600 deployed I1CBMs
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and SLBMs (submarine-launched ballistic missiles), and heavy bom-
bers, with no more than 6,000 total warheads deployed on them.
This agreement was a major step forward, and we have attempted to
build upon it at Geneva. Progress is also being made on sublimits
proposed by the United States that will promote stability by
limiting the number of ballistic missile warheads on ICBMs, espec-—
ially heavy ICBMs —— the systems most suitable for a first strike.
Both sides have agreed that deployed ballistic missile warheads
would be limited to 4,900, with no more than 1,540 warheads
deployed on heavy ICBMs. Mobile missiles present a particularly
difficult verification problem. Our position is to ban these
missiles, although we have asked the Soviets to explain to us how
they think these missiles are verifiable.

A major political obstacle to progress is Moscow's attempt to
hold any agreement in START hostage to limitations on the Stra-
tegic Defense Initiative (SDI) that would effectively cripple or
eliminate the program. We absolutely reject such pre-conditionms,
just as we did in the INF talks. SDI is a research and technology
program on defensive systems that threatens no one. The Soviets
themselves have long understood the importance of strategic
defenses, and have devoted far more resources toward researching
and developing their own strategic defense program than we have.
We estimate that over the last two decades the Soviets have
invested roughly as much in the development of strategic defenses
as they have in strategic offensive forces. While we are willing
to discuss the relation between offense and defense, the Soviets
must desist in their efforts to stop SDI.

3. The Defense and Space Talks

Our goal in the Defense and Space Talks (DST) is to convince
the Soviets to join us in making a fundamental change in the
nature of the strategic balance by increasing reliance on effec-
tive strategic defensive systems rather than maintaining the
current nuclear offensive standoff. Progress has been limited
because the Soviets continue pushing for provisions in a DST
agreement that would essentially kill SDI. We seek a Soviet com-
mitment to explore with us how a cooperative transition to greater
reliance on defense could be accomplished.

The United States took steps to alleviate Soviet concerns
about SDI during the October 1986 meeting in Reykjavik. President
Reagan offered a proposal in which both sides would agree not to
withdraw from the Antiballistic Missile (ABM) Treaty for ten
years. During that time (while continuing research, development,
and testing permitted by the ABM Treaty), the sides would agree to
reduce by 50 percent strategic offensive arms by 1991, and to
eliminate all remaining offensive ballistic missiles by the end of
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1996. At the end of 1996, both sides would be free to deploy
strategic defenses, unless they agreed otherwise.

Unfortunately, Soviet General Secretary Gorbachev responded
with an effort to stop SDI. He demanded that we agree to observe
over the next ten years stricter limits than are provided for in
the ABM Treaty, limits the U.S.S.R. refused to accept when the
treaty was negotiated. These limits would prohibit the testing of
space-based elements of a defense system outside of laboratories.
With this proposal, Secretary Gorbachev held progress on elimi-
nating ballistic missiles hostage to the crippling of our SDI
program.

In response to Soviet rejection of our Reykjavik proposal,
Secretary Shultz offered a new defense and space proposal during
his April 1987 meeting in Moscow. Consistent with our joint com-—
mitment that 50 percent reductions in strategic offensive forces
should be our priority objective in the current START negotia-—
tions, we proposed not to withdraw from the ABM Treaty through
1994. After 1994, either side would have the right to deploy
defensive systems of its choosing unless both sides agree other-
wise. Our new proposal also attempts to respond to Soviet stated
concerns about the predictability of our future research efforts.
We have proposed an annual exchange of programmatic data on
planned strategic defense activities, reciprocal briefings on
our respective strategic defense efforts, visits to associated
research facilities, and establishment of procedures for reci-
procal observation of strategic defense testing. All of these
have been rejected as inadequate by the Soviets, who insist that
the ABM Treaty be adhered to in such a way that SDI is crippled ——
while Soviet ABM programs are allowed to go forward.

4. Nuclear Testing Limitations

With regard to limitations on nuclear testing, this Admini-
stration has been forthright in explaining to the American public
the national security requirement for continued nuclear testing,
which the United States conducts in full compliance with existing
international agreements. Furthermore, nuclear testing has been a
ma jor factor in our ability to reduce dramatically the destructive
power of our nuclear arsenal since 1960 (see Chart I.E.2).

Briefly put, as long as we must rely on nuclear weapons to deter
Soviet aggression, nuclear testing will be required to ensure that
our nuclear weapons remain safe, reliable, effective, and surviv-
able —— in short, that our deterrent remains credible.
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Chart LE2

Reduction in Explosive Power of the U.S. Nuclear Weapons

Stockpile as Contrasted to the Growth in Explosive Power of

the Soviet Nuclear Weapons Stockpile

For these reasons we strenuously oppose congressional efforts
to ban effective testing of the nuclear systems on which we depend
most critically for deterrence. At the same time, this Admini-
stration long has had a constructive and practical agenda in the
area of nuclear testing limitations. Indeed, the U.S.-Soviet
Joint Statement of September 17, 1987 laid the groundwork for
negotiations that began in November 1987 and which are addressing
nuclear testing issues in a logical and stabilizing manner, while
permitting the United States to conduct the testing necessary to
its security. The U.S. position remains — and the Soviets now
have agreed —— that the first step must involve new and specific
measures providing effective verification of the 1974 Threshold
Test Ban Treaty and 1976 Peaceful Nuclear Explosions Treaty. As
the joint statement suggests, after the necessary verification
improvements have been agreed to and the treaties ratified, we
will propose that the United States and the Soviet Union enter
immediately into negotiations on ways to implement a step-by-step
parallel program —— in association with a program to reduce and
eventually eliminate all nuclear weapons —- to limit and
eventually end nuclear testing.
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5. Conventional Arms Control

Separate from nuclear arms control but equally significant
are the ongoing conventional arms control negotiations. These
talks gain added importance in light of the recent signing of the
INF Treaty and progress in START negotlatlons. The United States
has a responsibility to act in concert with its NATO allies to
ensure that a conventional balance is struck in Europe which both
enhances regional stability and preserves the Alliance's ability
to execute its strategy of flexible response.

It is imperative that NATO approach any conventional arms
control negotiations with the Warsaw Pact in a unified manner. By
doing this, NATO will project the same strength of resolve as it
did in successfully pursuing the "Dual Track’ decision of 1979.
Any decision by the United States to take unilateral steps in
conventional arms control will only weaken perceptions of NATO
resolve, both within the Alliance and in the Soviet Union.

6. Chemical Arms Negotiations

The Administration also favors the long-term goal of elimi-
nating chemical weapons, and negotiations in this area continued
to make progress in 1987. The multilateral negotiations at the
Conference on Disarmament in Geneva have struggled with some of
the complicated issues surroundlng the proposed global ban, such
as preserving 1ndustty s rights in the context of effective ver-
ification, and establishing the complex organizational structures
that would oversee a ban. An international industrial experts
meeting was convened in July to begin assessing such tasks. The
bilateral discussions with the Soviet Union, which were introduced
as a result of the 1985 Geneva Summit, have now met for seven
rounds, and an eighth is planned. The bilateral talks also have
focused on the issue of verification and the requirements of
entering a ban into force.

7. Nuclear Risk Reduction Centers

This Administration's commitment to seeking improved
confidence— —building measures involving the Soviet Union took
another practical step forward with our agreement, signed on
September 15, 1987 to establish Nuclear Risk Reduction Centers
(NRRCs). The objective of NRRCs is to help reduce the risk of war
between the United States and the Soviet Union that otherwise
might result from accident, miscalculation, or misunderstanding.
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The NRRCs are not intended to supplant existing channels of
communication, or have a crisis—management role. Their principal
function will be to exchange information and notifications as
required under certain existing and possible future arms control
and confidence-building agreements. Indeed, the NRRCs will play a
key role in the exchange of information required to achieve
effective verification of the INF agreement.

8. Treaty Compliance

A final critical point must be made. Arms control agreements
enhance stability and reduce the threat of war only if the parties
fully comply with them. Past and current Soviet practices 1in this
regard, however, give us serious cause for concern. The Soviet
record of repeated arms control violations, coupled with their
refusal to take actions to correct those violations, have worked
to undermine the confidence essential to an effective arms control
process. These infractions call into question the important
security benefits that arms control can bring. Therefore, we
cannot take Soviet compliance for granted, and must monitor Soviet
activities with care to determine that the Soviet Union complies
with its obligations under current arms control accords. Should
violations occur, we must take all necessary action to redress the
impact of those violations. We shall insist upon nothing less
than full compliance, and will not allow a "double standard" of
compliance to arise under which the United States, but not the
Soviet Union, is bound by an arms control agreement.

9. Conclusion

In summary, although we have made considerable progress
toward reducing the threat of nuclear war, much remains to be
accomplished. Achieving a START agreement leading to 50 percent
reductions in strategic nuclear arms, especially strategic bal-
listic missile warheads, would be another major step toward a more
stable nuclear environment. The progress we have made is attri-
butable directly to our negotiating from a position of strength:
the Soviets did not offer to destroy significant numbers of SS-20
missiles until our Pershing IIs were deployed, and our strategic

modernization program and SDI are responsible for the Soviet deci-
- sion to engage in serious START negotiations. Great credit must
be given to our NATO allies for their determination, despite
strong internal pressures, to support the "Dual-Track" decision.
In the face of such determination the Soviets have little choice
but to negotiate. I ask the Congress to show equal determination
and courage in supporting our programs and negotiations. Together
we can achieve our shared goal of greatly reducing the threat of
catastrophic nuclear war without sacrificing our security.
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F. COMPETITIVE STRATEGIES

To be complete, our defense decisionmaking process must
integrate our policies and program plans into a coherent whole,
and include a broad perspective on the United States' evolving
strategic position and requirements. We must establish and, as
appropriate, institutionalize organizations and procedures to
ensure such integration. This chapter discusses one of our
efforts toward this end: our Competitive Strategies Initiative.
As highlighted in recent reports, Competitive Strategies has
become a major element of defense strategy and planning. One of
our most important goals for 1987 was to begin the process of
institutionalizing Competitive Strategies within the department.
I am pleased to report that considerable progress has been made
toward this end.

1. Definition and Concept

Competitive Strategies is a method of strategic thinking that
evaluates our national defense strategy in terms of our long-term
relations with the Soviet Union. Its objective is to enhance
deterrence and U.S. and allied security. This initiative is aimed
at identifying, developing, and prioritizing key U.S. defense
efforts intended to shape the pace and direction of superpower
military competition into safer and more stable areas. We are not
attempting to bankrupt the Soviet Union or undermine its economy;
we are striving to influence the way the Soviets use their defense
resources in order to minimize the threat that they pose to our
interests.

A competitive strategy analysis employs a chess match
methodology that aligns enduring U.S. strengths against enduring
Soviet weaknesses in a move-response—counterresponse sequence.
This process seeks to exploit areas of potential high leverage
gain that will ideally result in a new military capability
reflecting a combination of operational concepts, systems, tech-—
nologies, and organization approaches. By establishing this way
of thinking within our planning processes, I expect that we will
be better able to identify and focus on the most effective use of
our resources. In this sense, Competitive Strategies contributes
to the nation's fiscal health as well as to our strategic think-
ing. It offers a sensible approach to preserving or improving our
military capabilities as resources become more scarce.

2. Organization

. To institutionalize Competitive Strategies, we began by form-
ing the Competitive Strategies Council. I chair the council,
which meets to provide guidance for the initiative, approve candi-
date Competitive Strategies, and set priorities for their imple-
mentation. Other council members include the Deputy Secretary of
Defense, the Under Secretaries of Defense for Acquisition and
Policy, the Service Secretaries, the Chairman of the Joint Chiefs
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of Staff, the Service Chiefs, the Directors of the Defense Intel-
ligence Agency (DIA) and the National Security Agency (NSA), and
the Steering Group's Chairman.

Subordinate to the council, the Competitive Strategies Steer-—
ing Group also was established. Chaired by the Special Advisor to
the Deputy Secretary of Defense, the steering group's primary
functions are to identify candidate Competitive Strategies areas,
designate personnel to serve on the Competitive Strategies Task
Forces, orchestrate the efforts of those task forces, and make
recommendations to the council. Steering group members include
representatives from the offices of the Under Secretary of Defense
for Acquisitionj the Service Secretaries; the Chairman of the
Joint Chiefs of Staff; the Service Chiefs; the Director for Pro-
gram Analysis and Evaluation; the Director of Net Assessment; and
the Director, DIA. To oversee the day-to-day management of the
Competitive Strategies process, we established within my
secretariat a Competitive Strategies Office, with representatives
from each of the military departments.

A Senior Intelligence Committee was organized to provide
intelligence support to the council and to the Competitive Stra-
tegies process. The committee is composed of the DIA Director
(Chairman), the NSA Director, the Service Intelligence Chiefs/
Directors, the Deputy Director for Intelligence from the Central
Intelligence Agency; and the Director of the Intelligence Com—
munity Staff. An Interagency Intelligence Working Group, sub-—
ordinate to the committee, is available to assist the steering
group and the task forces. The bulk of the analysis in developing
Competitive Strategies is done by a series of independent, ad hoc
task forces. Each task force is an intradepartmental group
constituted for a period of approximately 90 days to examine
particular issues selected by the council.

3. Results

Last July our first Competitive Strategies Task Force was
convened to examine mid-to—high intensity conventional conflict
focused on Europe within a global war context. Task force members
began their evaluation by identifying critical military tasks that
the Soviets consider essential for prosecuting a war with NATO.
Next, they applied a Competitive Strategies methodology against
their findings, aligning enduring United States strengths against
enduring Soviet weaknesses. Based on their analysis, the task
force developed several candidate Competitive Strategies, with
options ranging from operational concepts to employ existing
personnel and resources more effectively, to new technologies and
systems. The task force next evaluated the possible range of
potential Soviet responses to the postulated U.S. initiatives.
Finally, prospective American countermoves were considered and the
net result for the United States was assessed.

This first task force looked at global conventional war with
a focus on the European theater. The four recommendations improve
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NATO's defense posture in areas involving Soviet command and
control operations, and Soviet air and ground penetratlon
capab111t1es. Their concepts exploit the Soviet requirement for
strict time management and maintenance of a high-operations tempo.
NATO advantages 1in data automation and processing, target
acquisition, and intelligence fusion and dissemination can exploit
this dependence, prov1d1ng for more effective use of NATO's
conventional capabilities.

A Soviet inability to redress this problem would force them
to compete in an arena in which they recognize they have serious
weaknesses. Task Force proposals now being examined reflect a
combination of new doctrinal and organlzatlonal approaches,
innovative operatlonal concepts, existing systems, and emerglng
technologies. The aim is to channel competition into areas in
which we can take advantage of core, long-term Alliance strengths.
Highlights of four proposed initiatives are as follows:

—— Countering Soviet Air Operations: The task force recommended
that NATO, led by the United States, enhance its offensive
capabilities against Soviet sortie genmeration by developing a

hased attack on the Soviet's main operating bases and air
infrastructure led by unmanned aircraft. From a defensive air
perspective, the task force recommended measures to strengthen the
integrity of NATO's air and ground operations.

—— Countering Soviet Penetration of NATO Forward Defenses: The task
force recommended developing an asymmetric force capability
comprised of an integrated network of long-range, mobile weapons
platforms, and target acquisition and command and control assets
capable of engaging Soviet mobile targets beyond the range of
Soviet artillery and multiple launcher rocket systems.

—— Stressing the Warsaw Pact Troop Control System: The task force
recommended frustrating Soviet tactical operations by blocking
preplanned options. This would force their communications to the
operational level where a replanning capability exists. By use of
direct attack, sPec1a1 operations, and deception, NATO could
counter the Pact's ability to devise and execute operational
responses.

—— Countering Soviet Global and Multitheater Operations: Finally, to
exploit Soviet aversions to a multitheater, protracted conflict,
the task force recommended developing an offensive warfighting
capability for conducting large-scale joint and combined
conventional offensive military campaigns.

All four of the proposals to improve NATO's defense posture
center on new and improved military capabilities that share a
number of common characteristicsj for example: various unmanned
systems (e.g., surface-to-surface, precision standoff, air-to-
surface, and cruise missiles; drones; and RPVs), area mun1t1ons,
various extended-range tube-jaunched projectiles, rapidly
emplacable barriers, prec151on—penetrator warheads, and smart
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submunitions. The task force proposals take advantage of advances
in automatic data processing, intelligence fusion, and electronic
miniaturization. Each of the recommendations can be enhanced
through extensive use of low-observable technologies and an
integrated command, control, and communications system. The
greatest effect would be gained by synergistic employment of these
capabilities in combination with a robust NATO-wide command and
control system.

The task force's recommendations are now being staffed within
the department to determine the best ways to implement them. In
addition, the Task Force Report has been provided to the Com-
manders in Chief (CINCs) of the Unified and Specified Commands,
who will play an important role in implementing any competitive
strategy adopted.

One of the most beneficial byproducts of our efforts to date
is the catalytic effect realized within the department. The
Services and the Joint Staff are all actively participating in the
Competitive Strategies Initiative. Others within the department
also are contributing to the collective effort. The Under Secre-
tary of Defense for Acquisition (USD(A)) has established a Compet-
itive Strategies Panel. Initially, the panel will focus on tech-
nologies and systems to support the work of the first task force.
In the long term, the panel will manage the department's overall
acquisition support for the initiative. To assist in this effort,
the USD(A) also has chartered a Competitive Strategies Task Force
within the Defense Science Board, comprised of distinguished
civilians from the private sector.

The initiative is gaining momentum. Another task force will
begin work early this year. The Competitive Strategies approach
also will be factored into our threat assessment, war gaming, and
policy review processes. Further, we envision that the concept
will be incorporated into the thinking of our professional staff
colleges and our senior service schools.

The main value of Competitive Strategies is its utility in
changing strategic and fiscal environments. For example, with the
reduction in nuclear arms mandated by the INF Treaty, Competitive
Strategies provides a useful tool to ensure a credible deterrence
in Europe and elsewhere. I also believe that in the resource
constrained environment we face in the years ahead, Competitive
Strategies in this and successive administrations will provide the
United States the advantage we need in our long-term competition
with the Soviet Union.

118






A. THE DEFENSE BUDGET
1. Introduction

To achieve America's defense policy goals and preserve the
common defense, we have a sound military strategy that guides
the development, acquisition, and deployment of U.S. forces in
peace and, if need be, in war. The manpower and materlel pro-—
grammed to execute this strategy must be sufficient to preserve
our security against existing and near-term threats. Our
defense budget states what resources are required to carry out
our strategy.

Non-defense resources for ensuring the health and welfare
of our people are provided by federal, state, and local govern-—
ments, and the private sector. If resources for these purposes
are limited in one sector, another can make up the difference.
Only the federal government, however, provides for our national
defense. If the federal government does not allocate suffi-
cient resources for our security, or does not provide these
resources in a timely manner, no other source will make up the
shortfall. Therefore, our collective purpose must be to request
and enact a defense budget that protects and preserves our
freedom and security in the most efficient manner possible, and
at the lowest acceptable level of risk.

The preparation of a defense budget is a formidable task.

It requires our selecting budget and program alternatives that
utilize our available resources in the most effective and
efficient manner. Defense budgeting during this per1od of
severely constrained resources is particularly difficult, as we
must make tough choices that reduce or eliminate military pro-
grams, resulting in increased risks to our security. In this
fiscal environment, we must assess carefully the threats to our
security, and the existing capabilities of our forces and those
of our allies. Equally important, our deliberations and deci-
sions must be made with a keen understanding of the dangers we
confronted in 1981 when we last had to restore America's
defenses from the effects of severe underfunding.

2. Security Requirements and Fiscal Concerns
a. Revitalizing Our Defenses

To appreciate fully the difficult challenges we faced in
adjusting our current budget, it is important to understand
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clearly the resources and effort that were required to overcome
defense underfunding in the 1970s. Then, economic considera-
tions played the major role in setting the level of defense
expenditures, as the federal government tried to cope with what
many thought to be long-term runaway inflation. Annual double-
digit price increases were driving up the cost of government,
especially in entitlement programs, and fiscal restraint was
decreed for all areas of federal spending. Unfortunately,
reducing the defense budget became the primary means of lowering
federal expenditures and, consequently, real defense spending
declin?d by over 20 percent from 1970 to 1980 (see Chart
11.A.1).

ChartIl.A.1 .
Real Growth in Defense Budget Authority

Our failure to provide adequate defense resources in the
face of a growing threat left us with a force structure insuffi-
cient to execute our military strategy. Our troops' combat
readiness deteriorated; critical modernization programs were
deferred; and investment in future defense capabilities was
seriously curtailed. Low military pay and poor quality of life
for service families led to recruiting problems and an exodus of
highly trained personnel. Readiness and sustainability suffered
as training, spare parts, and ammunition were not adequately
financed. Acquisition inefficiencies prevailed as production
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runs were stretched out, weapon systems costs sky—rocketed and
new technologies failed to move into production. America's
prestige declined, and our allies questioned our ability to meet
defense commi tments. Unfortunately, these defense reductions
did not contribute appreciably to keeping overall federal
expenditures in line since non-defense spending kept rising.
Furthermore, while America was cutting back on the resources it
devoted to defense, the Soviet Union was engaged in an ambitious
and sustained program to expand and modernize its military
forces. Thus, paring Amerlca s defense resources proved not
only an ineffective economic policy, but also an unsound
national security policy.

In 1981, the American people and the Congress recognized
the dangers inherent in our weakened defense posture, and
strongly supported President Reagan s plan for rebuilding U.S.
defense capabilities. The President's program redressed our
immediate defense shortfalls while laying the groundwork for a
long-term modernization program. It has taken seven years and
nearly $2 trillion to redress the short-sighted budget cuts of
the 1970s and restore the defense capability our security
requires —— a well-manned, well-equipped, balanced structure of
strategic, general purpose, and special operations forces
capable of deterring aggression across the entire spectrum of
conflict, or of securing U.S. objectives should deterrence fail.
Our more robust military posture promotes our leadership amon
allied and friendly nations, and strengthens our hand in dealing
with adversaries.

b. Preserving Our Capabilities

Over the last few years, domestic economic considerationms
once again have dictated the level of defense spending, as
reducing the federal deficit became the primary objective in
setting the level and allocation of federal resources. Con-

ressionally approved levels of defense funding have decreased
in real terms for the past three years (see Chart II.A.l1), for a
cumulative reduction of 10 percent over 1985 levels. We are now
again witnessing the consequences of defense underfunding
through the reemergence of problems in our force readiness and
modernization. Just as in the 1970s, we are being forced to
delay important programs, reduce training, defer maintenance,
and curtail plans to complete stockpiles of ammunition, spare
parts, and other essential equipment. These stretchouts are
adding greatly to our costs, thereby inviting further reductions
and stretchouts, and jeopardizing the fulfillment of our modern-
ization plans to meet future threats.

Complicating our difficulties has been the absence of
prompt and decisive congressional review of defense budget
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requests, which has given way to delay and vacillation as
considerations other than national security have dominated the
defense budget deliberations. Sadly, appropriation committees
often ignored mandated budget resolution levels and did not
appropriate within either authorization or resolution levels.
Furthermore, authorization and appropriation legislation has
become burdened with restrictions on subjects ranging from
contracting procedures to arms control. Such budgetary disorder
is not conducive to making reasoned defense budget and program
decisions affecting the nation's security. This disorder has
resulted in delays to vital programs and increased costs, which
threaten our ability to achieve our defense objectives, all at a
time when we are trying to lower costs to deflect some of the
impact of severe funding reductionms.

The return to a period of unstable and inconsistent defense
funding, combined with budgetary disarray, have underscored the
reality that improvements 1n defense capabilities are perishable
—— they cannot be preserved without sufficient resources —— and
insufficient support for defense increases the risks to our
security. It is this exact condition we hoped to avoid with the
FY 1988/FY 1989 budget we submitted last year. Unfortunately,
it is the same condition we face again this year.

3. The FY 1988 /FY 1989 Defense Budget
a. Overview

Last January the President submitted a biennial defense
budget proposing $303.3 billion for FY 1988 and $323.3 billion
for FY 1989. Two-year budgeting, which was recommended by the
President's Commission on Defense Management and required by the
FY 1986 Defense Authorization Act, represents a serious effort
to promote stability and consistency in defense budgeting. It
could afford DoD significant opportunities to realize savings
and other benefits from assured procurement quantities and
approved levels of effort., Ultimately, the Congress did not
provide a two year authorization and appropriation. We plan to
continue our two-year cycle of planning, programming, and
budgeting defense requirements, however, and will submit a
biennial defense budget for FY 1990/FY 1991.

After deliberating on our FY 1988/FY 1989 budget request
for nearly nine months, the Congress joined the Administration
in a "budget summit" to end the budget gridlock. In late
December the Congress enacted and the President signed defense
appropriations for FY 1988 consistent with the budget summit
agreement, which provided budget authority of $283.2 billion.
This level is $20.1 billion lower than we recommended. It is,
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however, clearly preferable to the level that would have
resulted from Gramm-Rudman sequestration. The budget summit
also provided for budget authority of $290.8 billion for '
FY 1989, $32.5 billion lower than that requested in last year s
two-year budget submission (see Table II.A.l): This respresents
a 0.7 percent real decline from 1988. Appendix A shows budget
data by appropriation title and by component.

Table IIA.1
Department of Defense Budget

(Dollars in Billions)

FY 1986 FY 1987 FY 1988 FY 1989
Current-Year Dollars

Total Obligational
Authority (TOA)

Budget Authority (BA)®
Outlays®

EY 1988 Dollars
Total Obligational
Authority (TOAF

Budget Authority (BA)®
Outlays®

2 Total Obligational Authority (TOA) represents the value of direct defense program for each fiscal
year, regardless of financing.

b Budget Authority (BA) permits the obligation of tunds for immediate and future disbursement and is
associated with the year the authority takes effect. Generally the difference between TOA and BA stems
from the application of receipts that offset total budget authority.

¢ Outlays represent actual expenditures. Less than 60 percent of FY 1989 outlays will result from FY 1989
budget authority; the remainder will come from budget authority provided in earlier years.

b. Components of the FY 1988 FY 1989 Defense Budget

The $32.5 billion reduction to our FY 1989 defense program
—— a program we had determined was the minimum essential to meet
our national security requirements without increasing our secu-
rity risks — forced us to make difficult but necessary choices
among defense priorities. No area of the defense budget was
exempt from close scrutiny: reductions in force structure were
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gequlred"to ensure that we did not return to the era of a
hollow, unprepared, and ill-equipped force; uneconomical or
marginal programs were eliminated; and programs proposed as new
starts were reevaluated so we could maintain momentum in our
modernization efforts. Every effort was made to preserve a

balanced program between people, readiness, and modernization
(see Chart II.A.2),

Chart I.A.2
Department of Defense Budget Shares

[ ] Investments

Operating
[ Costs
Pay and
Pay-Related

ersonnel Al

: cxu.f;%ﬂ costs by bransfers from pﬁc?r year unobligated

The distribution of FY 1988 and FY 1989 budget authority by
ma jor appropriation title is shown in Chart II.A.3. Military
Personnel, and Operations and Maintenance (0&M) (including
payments to military and civilian personnel, the accrued
retirement cost of the current military force, allocations for
maintenance and repair of equipment and for utilities, medical
costs, training, fuel, and spare parts), represent about 56
percent of DoD s budget authority. The remainder of the budget
contains funds for research and development (R&D), weapon
systems procurement, military construction, and family housing.

Outlays in FY 1988 and FY 1989 (see Chart I1.A.4) are
primarily for current year operations (4 percent), pay (45
percent), and prior year investment requirements 640 percent).
Outlays from prior year programs represent amounts already on
contract and are largely a function of procurement and R&D
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investments made in previous years. Only 11 percent will be
spent on new investment programs in FY 1989.

4. Affordability of Defense Spending

This discussion would not be complete without addressing
the affordability of allocating national resources to defense.
It remains my firm belief that providing sufficient resources
for defense is not the principal cause of unrestrained deficit
growth; by extension, providing insufficient resources for
defense cannot be the principal solution. Recent history proves
this point. During the 1960s, for example, when almost 50
percent of the federal budget was devoted to defense, federal
deficits were almost nonexistent (see Chart 11.A.5). Yet in the
1970s, when defense accounted for 25 percent of federal spend-
ing, the deficit was on the rise. Today, even though

Chart Il A5
Federal Budget Shares and the Deficit

Non-DOD Percent of Federal Budget

Federal Deficit




defense claims a slightly higher share of federal resources than
it did during the 1970s, the deficit is still higher.

An objective review of federal spending in the first half of
the 1980s shows that America's recent defense buildup was not
funded at the expense of vital domestic programs. The growth in
defense spending from 1981 to 1985 reversed a long-term trend of
no growth in defense budgets (see Chart I1.A.6). Nevertheless,
non-defense spending growth consistently exceeded defense
spending growth from 1981 to 1985.

Chart lLA.6
Total Federal Outlays

It is also important to underscore that affordability, in
terms of the share of our gross national product (GNP) devoted
to defense, is not at issue. In fact, fiscal constraints are
forcing a reduction in the share of GNP we allocate to defense,
from an average of 6.2 percent from FY 1982-FY 1987, to only 5.7
percent in FY 1989 (see Chart II.A.7). This modest level of
investment is 25 percent less than the level of GNP we invested
in our security during the early 1960s, and less than 1 percent
more than the average share of GNP invested in defense during




the 1970s. It is also less than half the share of national
wealth the Soviets allocate to military spending.

Chart LAV
Defense Outlays as a Share of the Gross National Product

5. Conclusion

Long-range defense budget levels are shown in Table II.A.2.
Although the planned funding levels for FY 1990 through 1992
provide a 2 percent real growth path, we cannot ignore the fact
that these funding levels are insufficient to maintain the
degree of security we envisioned a year ago. We recognize that
the current economic and political environment necessitates
reductions to defense budget requests. We have made the nec-
essary adjustments to maintain an overall balance in our defense
programs while continuing modernization and development efforts
so critical to the success of our deterrent strategy. We
cannot, however, ignore the fact that we have been forced to
accept a higher level of risk to our security.




Tab/e A2 ~
FY 1989 Amended Department of Defense Budget Long-Range Forecasts

(Dollars in Billions)

_FY 1988 FY 1989 FY 1990 FY 1991 FY 1992

” Budget ;’Aut’hor’ity
_Total, Current Dollars 2832 2008 3073

Total, Constant ;
(FY 1989) Dollars 2928 2908 2970

Percent Change 29 0.7 21

Whether or not this higher level of risk proves disastrous

depends on our commitment to return to stable and consistent
levels of defense funding. I commend the Congress for its role
in forging the blpartlsan summ1t agreement on defense funding.
The setting of an agreed to' defense top line affords the
Congress and the Administration an opportunity to work together
to end the current budgetary chaos and provide realistic and
stable funding for defense programs. We can now focus directly
on defense priorities so as not to erode further the significant
ﬁalns made 51nce 1981. We will only succeed, however, if this

agreed-to" level remains firm, and does not become a base from
~ which additional cuts are made, as has so often happened in the
past. I look forward to working in partnership with the
Congress to preserve the common defense.
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B. DEFENSE MANAGEMENT
1. Introduction

One of our top priorities has been the refining of our manage-
ment practices to continue ensuring our defense dollars are spent
wisely and effectively. The Department of Defense (DoD) meets the
challenge of effective management by giving priority to those
improvements that will realize the greatest gains. The men and
women of the DoD have been extremely successful in meeting this
challenge, as the improvements and achievements described in the
following pages will show.

2. Management Tools

Two tools that ensure our management improvements are success—
fully implemented are the DoD Council on Integrity and Management
Improvement (DCIMI) and the DoD Management Improvement Plan. The
DCIMI coordinates and integrates the implementation of management
initiatives throughout the department. The Management Improvement
Plan sets out management improvement priorities 1n a yearly plan
that focuses resources and attention on important initiatives.

The plan also ensures accountability and tracks our progress
toward specific management goals.

a. DoD Council on Integrity and Management Improvement

The DCIMI is designed to pursue and encourage management
improvements throughout the Department of Defense. At monthly
meetings the DCIMI coordinates and integrates management decisions
by bringing together top executives from the Services and O0SD.
During FY 1987, the council met 11 times and considered 28 issues.
On one issue, the DCIMI provided executive leadership and direc-
tion to the civilian payroll/personnel systems consolidation
effort. This effort will consolidate civilian personnel and
payroll systems, resulting in a single personnel system and a
single payroll system for each Military Department, and an inte-
grated personnel/payroll system for the Defense Logistics Agency.
Other Defense Agencies may choose to use one of the seven systems.

To maintain top management attention on DCIMI initiatives, a
follow-up system tracks and monitors the completion of directed
actions resulting from the meetings. In FY 1987, there were 34
directed actions. At the end of the fiscal year, 25 of the 34
actions had been completed.
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b. The DoD Management Improvement Plan

The FY 1988/1989 Management Improvement Plan reaffirms our
commitment to excellence in management. The plan comprises 28
major management initiatives receiving adequate resources and
high-level attention. The FY 1988/1989 plan has seven goals:
simplify and improve our acquisition process; link the mobiliza-
tion and surge capabilities of the U.S. industrial base with our
warfighting requirements; strengthen financial management direc-
tion, coordination, and oversight; strengthen health program
management; improve force manpower and personnel programs; improve
productivity; and improve the mechanisms for efficient and
effective program management. A discussion of our progress in
achieving many of these goals follows.

3. DoD Management Reforms
a. Acquisition Management

Improving acquisition remains a major focus of our management
reforms. Some of our major efforts are highlighted below.

(1) Acquisition Process

We are continuing to improve our acquisition management
system. The Under Secretary of Defense for Acquisition (USD(A))
supervises the acquisition system's performance and directs DoD
activities on matters of acquisition policy, procedure, and exec-—
ution. The revitalized Defense Acquisition Board (DABS, with the
USD/A as Chairman and the Vice Chairman, JCS as Vice Chairman,
functions as the primary forum for resolving issues, providing and
obtaining guidance, and making recommendations. We also have ten
DAB Acquisition Committees. These committees support DAB deliber-
ations by identifying and resolving issues and formulating
recommendations for DAB consideration.

(2) Acquisition Streamlining

Acquisition streamlining is a major DoD program directed at
reducing the time and cost of weapon system acquisition. It seeks
to minimize the imposition of unnecessary requirements on system
development and to maximize the contractor's flexibility to
develop the most efficient and effective weapon systems. We also
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seek to minimize our involvement in the contractor's internal
management practices and focus more on the final results.

Efforts are under way to encourage early analysis and trade-
offs of weapon system cost and performance, identifying the best
value for the DoD while preserving the required capability. A
recent survey completed on 30 acquisition programs indicated that
streamlining is resulting in significant reductions in the time
and cost of weapon system acquisition. We have designated flag-
level streamlining advocates in each Military Department, and over
2,000 key engineering and contract personnel have attended
streamlining training courses.

In a related area, we are expanding our use of the engineering
tools —— specifications and standards —-- that are developed by the
private sector, instead of developing specialized military docu-
ments. To date, we have adopted over 4,000 private sector docu-
ments for our use and have a goal of adding 350 annually if they
meet our needs. Through this, the Nongovernmental Standards
Program, we expect to see further improvements in our efficiency
to develop new systems.

(3) Commercial Acquisition and Nondevelopmental Items

We are continuing to increase our use of commercial, "off-the-
shelf" products to satisfy our needs. Whenever possible, we want
to purchase and use items "as is" -- or with only minor modifi-
cations —— to avoid the large expenditures associated with devel-
oping new systems. Over the years, we have successfully adapted
numerous commercial items for our use. Examples include DC-9/C-9
and DC-10/KC-10 aircraft, and the Chevy Blazer/Army commercial
utility cargo vehicle.

(4) Value Engineering

Value Engineering (VE) analyzes the function of systems,
equipment, facilities, services, and supplies to achieve essential
functions at the lowest life-cycle cost consistent with required
performance, reliability, quality, and safety.

Our VE program has two elements. One is the in-house activity
performed by DoD personnel; the other is the DoD contractor pro-
gram. The in-house VE program has resulted in monetary benefits
of millions of dollars annually. In accordance with the Federal
Acquisition Regulation, contractors may submit VE change proposals
and share in the savings if we implement them. 1In FY 1986, over
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600 VE change proposals were implemented. Our share of the resul-
ting savings is estimated at over $450 million.

(5) Program Stability

Program stability is of vital concern to the department. To
manage effectively, we need consistent guidance and support from
both within DoD and from the Congress. The concept of program
stability includes several important factors, all of which affect
the successful acquisition of a major system. Among these are: a
firm development schedule; set specifications; consistent funding;
and steady production rates. Program stability contributes to
reducing total program costs while facilitating long-range plan—
nlng. Initiatives that support increased program stability
include multiyear procurement (MYP), baselining, and mllestone
authorization.

MYP is a time proven method for ensuring program stability,
and has been responsible for 51gn1f1cant sav1ngs since its
inception in 1981. With MYP we are achieving savings through

S 3 R X M AN SO
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economical buys and the reduced uncertainty inherent in single
year funding. The Packard Commission supported our efforts for
increasing MYP funding, and I urge the Congress to continue its
support. DoD submitted nine FY 1988/1989 MYP candidate programs
with an initial estimated savings of $932 million. Of these, four
of six FY 1988 requests were approved, with an estimated savings
of $244 million, while the remalning three requests for FY 1989
were deferred. Chart II.B.l depicts the savings from MYP since FY
1982. The six requests being submitted for FY 1989 are:
modernization of the CH-47 Chinook helicopter and purchase of the
F-16 and AV-8B aircraft; Defense Meteorological Satellite program
components; the MLRS; and the UHF follow—on satellite. Potential
savings total $869 million.

Baselining employs a formal agreement between managers at each
level of program management to establish very specific objectives
for each program. These objectives include the functional speci-
fications, costs, schedules, and other factors critical to each
individual program. Deviations from these objectives trigger a
management review to either restore the program to the baseline
parameters, revise the baseline agreement, or cancel the program.
We are completing baseline agreements for approximately 90
programs in full-scale development or production.

Milestone authorization, in which the Congress authorizes
funding for a complete acquisition phase, also enhances program
stability. The Congress authorized milestone funding for four
programs: the Mobile Subscriber Equipment; the Trident D-5
Missile; the Army Tactical Missile System (ATACMS); and the T-45
Aircraft Training System. Together they represent a mutual
commitment to program stability of approximately $19.9 billion.

(6) Joint Program Management

Joint programs promote reduced unit costs, meet interoper-
ability requirements, and improve logistical efficiency. We use
the Joint Requirements Oversight Council (JROC), an instrument of
the Joint Chiefs of Staff, to identify potential joint military
requirements and candidates for joint research and development,
and to resolve Service requirements issues that may arise after
such programs are initiated. There are over 150 joint programs in
various stages of development and procurement. For example, the
Advanced Medium Range Air—to—Air Missile (AMRAM) will be com-—
patible with the fire/weapons controls system of the Air Force
F-15 and F-16 and the Navy F-14 and F/A-18, in addition to the
fighter aircraft of NATO countries like Germany and the United
Kingdom. Using an identical missile saved $800 million in
development costs, and reduced procurement costs by $2 billion.
Also, savings of $600 million in development costs and $1.2
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billion in production costs have been realized by the joint
Navy/Air Force effort to design and produce the High Speed Anti-
Radiation Missile (HARM). HARM is compatible with multiple
aircraft —— the Navy's A-7E, F/A-18, A-6, and the Air Force's
F-4G. The HARM system will be used by Germany on the Tornado
aircraft.

(7) Competition Reforms

Competition helps ensure that the right quality of goods and
services are acquired at a fair price. The department-wide rate
of competed procurement dollars in FY 1987 was $82 billion, or
over 60 percent of total procurement, with another $24 billion, or

Chartl1.B.2
Procurement Dollars
(Competed and Follow-on)

Follow on

Competed

nearly 18 percent of contract dollars being follow-on actions to
initially competed contracts. As shown in Chart I1.B.2, our rate
of competed procurement dollars is 5.5 percent higher than last
year and 51.5 percent higher than in FY 1983.

In addition to price and performance, we are focusing on the
quality of goods and services as well as the quantity of compe-
tition. We have developed programs to encourage more effective
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competition and promote the use of commercial products. Through
our cadre of competition advocates, we are enhancing the oppor-
tunity for competition and identifying and eliminating impedi-
ments. We are supporting this endeavor with an automated system
specifically designed for the needs of competition advocates. We
expect steady and continued improvement in this area by continuing
to promote appropriate second-sourcing of major systems and com-
ponents, and advanced planning for competition.

(8) Spare Parts Reforms

The results of our Spares Management Improvement program and
the resources applied to it provide clear evidence that we are
meeting our goal of making meaningful and lasting changes in the
way we acquire and manage spare parts. Spare parts reforms have
produced savings and cost avoidances of $1.5 billion in FY 1987,
for a total of $5.6 billion since the program was begun in FY
1984.

One of the most important elements of our spares improvement
program is called "breakout," where parts designated for purchase
from a prime manufacturer are screened to identify other sources
of procurement. In the last four years, 1,033,000 parts have been
screened. Some 222,147 of those were designated for purchase from
the actual manufacturer, while 226,746 were identified for compe-
titive procurement. The breakout program is responsible for
approximately $572 million in savings and cost avoidances in
FY 1987.

During the past year, we have also initiated new pilot pro-
grams to shorten the procurement lead time for spare parts, and to
place more emphasis on spare parts management earlier in the
weapon system design and development process. We are continuing
to examine and apply current technology to improve spare parts
management. For example, we are pursuing aggressive ADP programs
involving the automation of our technical data repositories,
flexible manufacturing to allow economical production of parts in
small quantities, and artificial intelligence to streamline our
parts breakout program.

b. Financial Management

Proper financial management is critical to the success of our
management improvement efforts. We have placed particularly great
emphasis on improving this area over the past seven years and are
achieving positive results.
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(1) Financial Management Systems

, We cont1nue making 31gn1f1cant progress in upgrading our
f1nanc1a1 management and accounting systems. We have two objec-
tives: first, to bring all operating accounting systems and
subsystems into compliance with prescribed accounting principles,
standards, and related requirements; second, to consolidate all
currently operating accounting systems and subsystems into four
integrated accounting systems, one each for the Army, Navy, Air
Force, and the Defense Agencies. Since the 1982 Federal Managers'
Financial Integrity Act, we have reduced the number of accounting
systems not meeting prescribed principles, standards, and related
requirements from 98 to 32, a 67 percent reduction. In addition,
we have reduced the total number of operating accounting systems
from 154 to 94, a reduction of 39 percent. Current projections
are that nlne more accountlng systems or segments will be
eliminated in FY 1988, and nine more in FY 1989,

Chart I1.B.3
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(2) Cash Management

We have implemented initiatives to improve all phases of cash
management, focusing on reduced cash holdings, improved cash
receipts, and better timing of disbursements. In FY 1987 there
were 44 DoD cash management initiatives that produced $144 million
in benefits. There are 58 initiatives with an estimated $161
million in savings for FY 1988. Since FY 1983, DoD cash manage-
ment improvements have accounted for $550 million in interest
savings to the Treasury (see Chart II.B.3).

(3) Debt Collection

Collection of debts owed to the government is accomplished
through voluntary repayments, salary offset, federal income tax
refund offset, and the use of collection agencies. As part of
this effort, we have collected over $7 million in delinquent
student loans for the Departments of Education and Housing and
Urban Development through salary offset of DoD employees;
initiated over 22,000 salary offsets of DoD personnel valued in
execess of $40 million for the Veterans Administration; and
collected over $17 million owed DoD through offset of federal
income tax refunds. Additionally, we are the government-wide
agent that matches federal agencies that are owed money with
agencies that employ the debtor.

Our current debt management plan comprises 66 DoD initiatives
designed to improve debt collection throughout the department.
These initiatives are expected to reduce outstanding delinquent
receivables by 8 percent in FY 1988.

¢. Internal Management Control Program

Our Internal Management Control (IMC) program requires
managers to identify problems that could result in waste, fraud,
or mismanagement, and to develop and implement corrective action
plans. The IMC program remains a top management priority and a
key vehicle for improving management throughout DoD. We have
enjoyed numerous successes in correcting management problems since
the program's inception in FY 1983. 1In fact, by the end of FY
1987, we had corrected 269, or 85 percent, of the problems identi-
fied through FY 1986. Of these corrective actions, 52 were
completed this year.

. For example, we discovered that some military installationms
did not have adequate control of personally owned weapons;
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registration procedures were weak and policies were inconsistent.
This deficiency was corrected by establishing uniform policies,
instituting tighter procedures for the retention and registration
of personal firearms of individuals living in government quarters,
and closely monitoring for compliance.

Strengthening the depar;ment's internal controls has also
resulted in lower prices paid for spare parts and better methods
of identifying newly manufactured items.

d. Contract Auditing

The Defense Contract Audit Agency (DCAA) performs all contract
auditing and provides accounting and financial advisory services
in connection with the negotiation, administration, and settlement
of contracts and subcontracts for all DoD procurement and contract
administration activities. DCAA audits approximately 12,000
defense contractors, and during FY 1987 these audits produced
savings of approximately $8.7 billion.

Areas of audit emphasis often change to reflect recent DCAA
audit findings, the needs of the acquisition community, and con-
gressional concerns. During the last year, DCAA has undertaken
several major initiatives that have resulted in a redirection of
our audit effort. In particular, our increased audit support for
defective pricing reviews is in direct response to concerns that
defense contractors do not provide DoD with current, accurate, and
complete cost data in their proposals. DCAA has also placed
increased emphasis on performing estimating system surveys to
reduce the potential for defective pricing in cost proposals, and
increase the overall contractor contract price estimating
integrity.

Our contract audits have produced some impressive results.
For example, our evaluation of a pension forecast resulted in
government savings of $107.1 million. A review of actuarial
assumptions indicated the contractor had underestimated pension
fund earnings and overstated salary escalation estimates. Further
review disclosed that pension costs were assigned to inappropriate
accounting periods. The contractor agreed to modify pension
costs. In another instance, a review of cost growth of certain
materials resulted in government savings of $33 million. The
contractor consistently proposed a cost growth factor of 2 to 5
percent. The auditors concluded these factors were based on
noncurrent and inaccurate historical data. Current studies were
available that showed a 0.2 percent cost growth rate. The con-
tractor agreed and eliminated the use of the inaccurate cost
growth factor.
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e. Inspector General

I strongly support our Inspector General (IG) efforts as they
 pay handsome dividends across the spectrum of defense operations.

Functional inspections by the IG concentrated on areas such as
management of hazardous waste, productivity, per diem, fuels, and
contract administration services. One inspection found that a
defense component had developed four separate but essentially
duplicate programs for assessing the efficient use of personnel
resources. Integrating these programs could save up to $3
million.

, Since FY 1982, our IG auditors have issued over 950 audit
_reports 1dent1£y1ng billions in savings and cost avoidances. Over
100,000 internal audit recommendations made by DoD audit and

, 1nterna1 review organizations have been adopted by DoD managers.

ChartllB4 ,
- Number of Suspensions and Debarments

[ ]Suspensions

Debarments

The 1mpact is widespread and significant, but often cannot be
readily quantified. The DoD has achieved $9 7 billion 1n savings
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from some of those corrective actions, including $3.0 billion from
IG reports and $6.7 billion from Service audit reports.

Since FY 1982, DoD investigators have generated nearly half a
billion dollars in recoveries, fines, penalties, and restitutions.
Investigations continue utilizing two powerful administrative
tools — suspension and debarment of contractors —— to counter
procurement process abuses. The number of suspensions and
debarments remains high, as shown in Chart II.B.4.

Our DoD Hotline has received over 45,000 calls and letters
since FY 1982, resulting in $65 million in recoveries and reported
savings. Special Inquiries has conducted over 1,200 noncriminal
investigations since FY 1982, resulting in the strengthening of
many of the department's management controls and policies, and
reaffirming the notion that individuals are accountable for their
actions.

f. Information Resources Management

Information technology has long been an integral part of most
aspects of DoD operations. To promote the effective and efficient
use of information technology, we have established a Department of
Defense Automated Information System (AIS) Strategic Planning
Policy. This policy requires DoD Components to develop an annual
strategic AIS plan highlighting appropriate planning goals and
serving as the basis for budget requests. It also requires the
Components to ensure that AIS mobilization plans are in place.
Further, we revised the DoD Computer Programming Language policy
by limiting the number of programming languages used within the
Defense Department and promoting the use of Ada for all DoD
software development.

We are making substantial progress in increasing the level of
competitive information technology acquisitions. Based on the
contract dollar value, DoD's competitive procurements of automated
data processing (ADP) equipment increased from 39 percent in
FY 1984 to nearly 70 percent in FY 1987. We anticipate this trend
will continue.

We are continuing programs to provide Information Resources
Management education and training to senior— and intermediate—
level executive users of information and information technology.
The National Defense University teaches courses that provide an
educational background for intermediate- and senior-level military
and civilian personnel in the acquisition and management of
microcomputing-based technology and applications. Also, courses
have been established to improve the application of ADP internal

144
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IG reports and $6.7 billion from Service audit reports.

Since FY 1982, DoD investigators have generated nearly half a
billion dollars in recoveries, fines, penalties, and restitutions.
Investigations continue utilizing two powerful administrative
tools —— suspension and debarment of contractors —— to counter
procurement process abuses. The number of suspensions and
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e. Inspector General

I strongly support our Inspector General (IG) efforts as they
pay handsome dividends across the spectrum of defense operations.

Functional inspections by the IG concentrated on areas such as
management of hazardous waste, productivity, per diem, fuels, and
contract administration services. One inspection found that a
defense component had developed four separate but essentially
duplicate programs for assessing the efficient use of personnel
resources. Integrating these programs could save up to $3
million.

Since FY 1982, our IG auditors have issued over 950 audit
reports identifying billions in savings and cost avoidances. Over
100,000 internal audit recommendations made by DoD audit and
1nterna1 review organizations have been adopted by DoD managers.
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controls and strengthen life cycle management by ADP program
managers.

g. Productivity

We are firmly committed to improving DoD productivity. Our
Productivity Improvement Plan for FY 1989 has been expanded to
include over 437,000 military and civilian personnel managing DoD
functions and programs valued at approximately $46 billion. By
1992, we will further expand our productivity program to include
approximately one million DoD personnel, with the objective of
improving their productivity by an average of 3 percent each year.
We are also enhancing productivity measurement by establishing
unit cost measures for functions identified for improvement under
the President's productivity initiative. To support these plans,
we have an aggressive productivity improvement process that seeks
to raise awareness, recognize successes, and develop and refine
the tools that support increased defense productivity.

The efforts of our DoD Task Force on Productivity in the
Support Operations, which was established in 1986, have paid off.
The FY 1989 Productivity Improvement Plan incorporates many of the
Task Force initiatives. One of these, the Productivity and
Quality Team (P&Q) concept, uses existing management structures to
create interlocking teams of line managers at all levels. These
teams work by taking quick action to remove barriers and
impediments to productivity and quality improvement.

On January 27, 1988, DoD held its Fifth Annual Productivity
Excellence Award Ceremony, honoring 51 men and women whose
combined efforts resulted in total first-year savings of nearly
$335 million. To date, 774 individuals have been recognized for
their contributions to productivity improvements, resulting in
savings exceeding $1 billion.

We give our managers the tools and techniques to make
improvements. We use the Efficiency Review process, which
identifies essential work functions and uses them to determine
efficient staffing requirements. Over 92 efficiency reviews were
completed in FY 1987, with a reduction of 1,419 personnel spaces
and savings of $84 million.

We are continuing our Productivity Enhancing Capital Invest-
ment (PECI) program to improve the efficiency of operations
through the use of modern technology. Investments planned for
FY 1989 of $234 million are expected to return approximately $15
for each $§1 invested.
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To increase quality and Rroductivity further, we use a "total
quality management approach.” Our approach combines work force
motivation, achieved through such techniques as quality circles
and participatory management, with statistical process control,
which identifies and removes errors from the process in lieu of
relying on final quality inspections. It works. For example,
application of total quality management at one Naval Air Rework
Activity reduced rework time by 400 hours per aircraft. We also
support positive incentives for our work force. Gain sharing
systems within DoD are returning dollar rewards to employees who
exceed preestablished efficiency and quality goals. For instance,
the Defense Logistics Agency generated savings of $659,000 as a
result of employees exceeding established performance standards by
18 percent. Half of these savings were returned to our employees.

4. Reorganization and Acquisition Improvement
Acts of 1986

While we are pursuing management improvements throughout DoD,
the Congress has passed legislation to enhance this process. Two
recent pieces of legislation that we are actively implementing are
the Goldwater—Nichols DoD Reorganization and the DoD Acquisition
Improvement Acts of 1986.

We have moved aggre351ve1y to ensure effective implementation
of the DoD Reorganization Act, and are proceeding at an encour-
aging pace. Thus far, we have vested management responsibility
for the Joint Staff in the Chairman of the Joint Chiefs of Staff
and designated him as the principal military advisor to the
President, Secretary of Defense, and the National Security
Council. He is also charged with providing the Secretary of
Defense advice on the extent to which the Service and agency
program budget submissions conform to our warfighting priorities.
Furthermore, we created the position of a Vice Chairman, Joint
Chiefs of Staff, and strengthened the command authority of the
commanders of the unified and specified commands. We have also
established systems that will be used to evaluate the preparedness
of the unified and specified commands and_the combat support
agencies to carry out their assigned m1551ons, including partici-
pation by combat support agencies in joint training exercises.

In addition, major military department functions, including
acquisition, audit, comptroller, information management, inspector
eneral, legislative affairs, and public affairs have been consol-
1dated under the Service Secretaries. We have also completed
ma jor management studies of the Office of the Secretary of
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To increase quality and productivity further, we use a "total
quality management approach.” Our approach combines work force
motivation, achieved through such techniques as quality circles
and participatory management, with statistical process control,
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Activity reduced rework time by 400 hours per aircraft. We also
support positive incentives for our work force. Gain sharing
systems within DoD are returning dollar rewards to employees who
exceed preestablished efficiency and 